THE City oF SaN Dieco

ReporT 10 THE Gty Councit

DATEISSUED:  January 3, 2007 REPORT NO: 07-011

ATTENTION: Council President and Members of the City Council, |
City Council Meeting of January 8, 2007

SUBJECT: Proposition 218 Noticing of Proposed Water Rate Adjustments

REFERENCE:

REQUESTED ACTION:

s Council authorization to notice, pursuant to Proposmon 218 to include the following;
o " Proposed water rate adjustments, increasing water systemn revenues by 6.5% in
Fiscal Years 2008, 2009, 2010 and 2011,
o Proposed water base fee and commodity charge adjustments, consistent with
Water Cost of Service Rate Study (COSS) recommendations to reflect
proportionate share revenue between user classifications.
o Increase number of user classifications based on recommendation of COSS.
e Set the public hearing date to consider proposed water rate adjustments at Clty of San
Diego council meeting of February 26, 200Z; and

° Receive the Water Cost of Service Rate Study as the basis for establishing the rate
structure.

STAFF RECOMMENDATION:
o Authorize Proposatlon 218 noticing to include the following:
-~ o Proposed water rate adjustments increasing water system revenues by 6.5% in
Fiscal Years 2008, 2009, 2010 and 2011,
© Proposed water base fee and commodity charge adjustments, consistent with
Water Cost of Service Rate Study (COSS) recommendations to rcﬂect
proportionate share revenue between user classifications.
o Increase number of user classifications based on recommendation of COSS.
o 3Set the public hearing date to consider proposed water rate adjustments at City of San
Diego council meeting of February 26, 2007; and
e Receive the Water Cost of Service Rate Study.

RAMIFICATIONS OF NO RATE INCREASES:
The proposed rate increases are on a critical timeline and are needed to meet the water system’s
Compliance Order, and meet mandates under the Federal Safe Drinking Water Act. The

Compliance Order requires the City to rehabilitate or replace deteriorating pipelines, and to



replace aging pipes, pumps and other infrastructure to reduce the number of pipeline breaks and
emergency repairs, Violation of the Compliance Order may be subject to additional judicial
action, including civil penalties specified in Health and Safety Code, Section 116725. Section
116725 penalties for violating a schedule of compliance for a primary drinking water standard
can go as high as $25,000 per day; for violating other standards, the penalties can go as high as
$5,000 per day.

There are a number of enforcement tools that can be used by the State should the City fail to

meet it’s obligations under the compliance order prescribed by law. They include the following:
1. Public Notification

Citations

Citation with fines

Public hearings

Mandatory water conservation

Service connection moratorium

Litigation
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In order to achieve our milestones and get back into the public bond market by August 30, 2007,
the following timeline is imperative:
e January 8, 2007 - City Council hearing to set the public hearing as required by
Proposition 218
» January 11, 2007 - Proposition 218 notice must be mailed to meet the 45 day noticing
requirement
e January 16, 2007 — City Council hearing to approve private placement interim financing
of $57 million and approve FY07 Capital Improvement Program
e January 22, 2007 — Interim financing complete
o February 26, 2007 - City Council public hearing to consider proposed rate increases (45
days after mailing the Proposition 218 notices) and introduction of ordinance authorizing
a bond issuance and financing documents
» Early April 2007 - Request for Proposals (RFP) issued for Bond Counsels and Bond

Underwriters

o Late April 2007 - RFP’s received and selections made. Finance document preparation
begins.

¢ Late June 2007 — Introduction of ordinance authorizing the financing and legal
documents :

o July 1, 2007 - First 6.5% rate increase executed to support the bond issuance, capital
program and operations and maintenance.

e  Mid July 2007 — Council authorization of financing documents

¢ August 2007 — Referendum watting period. $57 million private placement financing
proceeds exhausted.

¢ Late August 2007 - Bond closing and funds available to Water System.

- This timeline is extremely aggressive and each milestone is critical to ensure the Water
Department stays in compliance with DHS requirements. The timing of the public financing is
designed so that as soon as the private placement funds are exhausted public funds will be in
place to continue work on existing capital improvement projects. It should be noted that a public
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offering after June 30, 2007, as anticipated 1n this proposal, will require the completion of the
audit for the City of San Diego Fiscal Year 2006 Comprehensive Annual Financial Report
{CAFR). If the audit is not issued prior to August 2007, the Water Department may find it
necessary to come back to council for a second interim private placement ﬁnancmg to meet the
ongoing needs of the captial program.

Raftelis Financial Consultants, Inc. was retained to complete a Cost of Service Rate Study. The
recommendations are consistent with and are reflected in the water rate case. The City Council’s
ability to deviate from these rates is limited: the rate adjustments proposed by this Report can
only be changed if the alterations are consistent with the Cost of Service Rate Study. Changes
that are inconsistent with the Study could violate the requirement of Proposition 218 that water
fees not exceed the proportionate cost of providing the service to each parcel. Therefore, any
proposed changes should be examined carefully.

SUMMARY:

Backgound

In response to state and federal mandates requiring the City to upgrade it's water treatment
facilities, replace cast iron water mains, and implement a wide variety of improvements
throughout the water system, the Water Department has prepared a Capital limmprovement
Program (CIP) to address these issues as well as ensure sufficient capacity and water quality for
the future. In order to support this CIP, additional funds will be required through a combination
of bonds, grants, state revolving fund loans and cash. This investment in infrastructure will
require a series of rate increases beginning July 1, 2007, which will be presented to the City
Council. Pursuant to Proposition 218, and prior to Council's formal consideration of rate
increases, the City must provide property-owners 45 days advance notice when any rate
increases will be considered. This action authorizes this Notice to take place.

Proposition 218

On November 5, 1996, the voters of the State of California approved Proposition 218, the "Right
to Vote on Taxes Act." Proposition 218, effective July 1, 1997, added Articles XIIIC and XIIID
to the State Constitution, which contain a number of provisions affecting the ability of local
governments to levy and collect both existing and future taxes, assessments, fees and charges.
Article XIIID, section 6(a){1) imposes noticing procedures for imposing a new or increasing an
existing property-related fee or charge. This initiative changed the way the public is notified of
proposed fee increases. Specifically, it requires that notices be mailed to all property owners of
record at least 45 days in advance of the date on which a proposed property related fee increase
may be adopted.

1t is the intent of the Water Department to mail notices (attached), on or before January 11, 2007
to property owners of record and City of San Diego water bill customers, advising them the City
Council of San Diego will hold a public hearing on February 26, 2007 to consider adoption of
proposed revisions to existing water base fees and commodity charges. If adopted, the revisions
under this proposal will become effective beginning July 1, 2007, and ending with the final
increase effective July 1, 2010. : :

[FS]



History

The City has managed and operated the water system since 1901 after purchasing the privately
owned San Diego Water and Telephone Company. Since then the system has been expanded to
supply approximately 270,000 accounts at the start of FY 2007, delivering approximately
240,000 acre-feet of water per year.

The City’s water system currently consists of nine raw water storage facilities, three water
treatment plants, 30 treated water storage facilities and over 3,460 miles of water lines. One of
the nine raw water storage facilities, Lake Hodges Reservoir, is not currently connected to a
treatment plant but will be used as part of the Emergency Storage Project pursuant to an
agreement between the City and San Diego County Water Authority (CWA). The City owns and
operates three water treatment plants with a combined current capacity of 294 million gallons per
day (MGD). The 30 treated water storage facilities ensure consistent delivery to the 90 different
pressure zones with the aid of 49 water pump stations.

While the City has grown, local water sources have remained static. In general, between 6
percent and 10 percent of the City’s water supply is derived from local water sources. The
balance of the City’s water supply is purchased from the CWA. These purchases from the CWA
include treated water that is delivered to the City’s water distribution system and raw water that
is transported to the City’s water treatment plants.

In 1994, the City of San Diego entered into a compliance agreement (attached) with the State of
California Department of Health Services (DHS) with unanimous approval of City Council. This
agreement required the City to correct operational deficiencies and begin badly needed capital
improvements.

The City was notified in January of 1997 that it was not in compliance with this agreement. At
that time, the DHS issued a Compliance Order. It also identified a list of projects the City must
work in good faith to complete. That order also required the City to develop and submit a
funding plan.

As a result, in 1997, the City Council approved the Water Strategic Plan, an associated eight-year
capital improvements plan, the issuance of debt approved in 1998 for the capital program, and a
series of three 6% increases to the water services charge revenues to support the first 3385
million of debt. These actions came after a year long planning effort by a citizen advisory group
that recognized and documented the need for an intensive effort to upgrade the City’s water
infrastructure in response to a Compliance Order issued earlier that year by the DHS, new federal
drinking water requirements, the need to expand facilities to meet the needs of a growing
community, and the need to replace or rehabilitate aging and deteriorating facilities throughout
the system.

The 1997 Strategic Plan for Water Supply called for the doubling of water savings, from 13,000
acre-feet per year (AFY) to 26,000 AFY by 2005. This was to be accomplished by continuing
successful water conservation programs. The City achieved its 2005 goal, and estimated a total
of 30,350 AFY savings by the end of Fiscal Year 2006. 30,350 AFY is equal to 27.1 million
gallons per day (MGD) of water saved. When compared to 11.6 mgd savings in 1997, the



increase equates to 15.5 MGD. These efforts, along with proposed projects for cutting edge
technologies such as brackish water desalination, are intended to provide the City with a reliable
water supply that is less dependent on imports.

The three rate increases were applied to base fees only and took effect in August 1997, July
1998, and July 1999. The Department returned to the City Council in 2001 for additional rate
increases in order to continue the capital program. As a precondition to approving further
increases, Council requested the completion of a management review and a water cost of service
study. The firm of Black & Veatch Corporation completed the Management Review Study in
2001 and it was presented to the Natural Resources and Culture Committee in January 2002.

On April 30, 2002, the City Council adopted Resolution 296437 approving the increase of water
sales revenue by 6% per year each year beginning July 1, 2002, for a period of 5 years through
July 1, 2006. This was to be accomplished by increasing the water base fee and commodity
charges such that 50% of the increased revenue would be generated from each.

In October 2003, Black & Veatch Corporation completed a Water Cost of Service Study for the
City. The study recommended adjusting the base charge to better reflect the actual fixed cost
incurred by each class of user. It also recommended offsetting adjustments to the commaodity fee
to ensure full cost recovery.

This allowed the Water Department fo issue another $287 million in bonds in the fall of 2002 to
continue the capital program. The funding from these bonds was fully expended in the spring of
2006. Since then, the Water Department has been using pay-as-you-go money to continue a
scaled down capital program. As a result, the Water Department has had difficulties keeping up
with the DHS Compliance Order and must ramp up to stay current with the order.

Current Needs

The City of San Diego water system is one of the most complex water systems in the nation,
encompassing over 3,460 miles of pipelines, 49 pump stations and 30 treated water storage
reservoirs. Such a sizeable system requires continuous upgrade and replacement of its aging
components to meet current building standards, and updated Safe Drinking Water Standards.

The January 1997 Compliance Order was last amended in 2004, and included additional items
that were not in the original Compliance Order. Furthermore, the Safe Drinking Water Act
amendments include new drinking water standards that all municipalities need to comply with by
2011 which directly affect the City's water treatment plants.

The City of San Diego is mid-way through a multi-year capital improvements program (CIP} to
meet the regulatory requirements and upgrade its water infrastructure. The Water Department
has completed 22 of the 31 projects in the DHS Compliance Order, and has made significant
progress towards meeting the 2011 requirements of the Safe Drinking Water Act. Unfortunately,
the City of San Diego was prevented from borrowing capital funds through the normal financial
markets. The Water Department’s inability to access the capital markets has significantly limited
the Water Department’s FY 2006 and FY 2007 CIP.



In fiscal years 2008 through 2011, the Water Department plans to expend approximately $585
million for capital improvement projects. These funds will be used to continue many projects
that have been delayed, such as upgrading and expanding the Alvarado, Miramar, and Otay
Water Treatment Plants, the replacement of the Otay 2nd Transmission Pipeline, and the
replacement of approximately 75 miles of cast iron water mains.

CIP projects to be funded from the proposed rate increases are listed in the attached schedule.
There are a number of assumptions associated with capital project costs, including inflation and
construction bid estimates which may change over time. Changes to the CIP will be brought
before the City Council for their review and approval.

Continued on next page



Rate Case

In order to continue the Water Department’s capital program and stay current with the
Department of Health Services (DHS) Compliance Order, staff will be requesting 6.5% water
sales fees and charges increases over the next 4 fiscal years. This will allow the Water
Department to cover debt service once it gets back into the bond market in 2007. The
department plans to request approval to issue a private placement of $57 million at a favorable

interest rate and then get back into the public market with a larger offering during the summer of
2007.

The tables below identify projected revenue and expenditure estimates used for the Study.

SUMMARY OF WATER REVENUE

Line Estimated Projected
No. Description 2007 2008 2000 2010 2011
_ ) $ b3 3 §

Revenue from Rates

1 Revenue Under Existing Rates 278,601,800 280,955,700 282,626,200 284,666,200 287,281,000

2 Revemie from Rate Increases - 18,262,100 37.935,500 50,196,200 82,206,500

3 Total Revenue from Rates 278,601,800 200217 800 320,561,700 343,862,400 369,578,400
Other Operating Revenues

4 Reclaimed Revenve 4,012,000 7,013,382 7832539 8,304,302 ©,472.200

5  Fire Service and Auto. Sprinkler Sve. 1,493,333 1,498,111 1,503,815 1,498,420 1,500,115

6 Backflow Charges 482,333 470,111 470,148 474,198 471,486

7  Service Charge 1,375,000 1,401,123 1,427,746 1,454,874 1,482,516

3 Subtotal Other Operating Revenues 7,362,700 10,382,700 11,234 200 11,731,800 12,926,300
Miscellaneous Revenues

9 Land and Building Rentals 4,252 000 4,332,788 4,415,111 4,498,008 4,584,470

10 New Water Services 2,402,606 2447 638 3.484,143 2,541,532 2,580821

11  Services Rendered to Others 10,762,382 10,966,867 11,175,238 11,387,567 11,603,931

12 Giher Revenue 303,813 401,295 408,920 416,690 424 607

13 Lakes Recreation 1,340,611 31,300 31,895 32,501 33,118

14 Subtotal Miscellaneous Revenues 10,150,806 18,170,900 18,525,300 15,877,300 19,236,000

15 Other Income

16 Damages Recovered 200,200 205,714 301,332 307,058 312,802

17 Sale of Land 3213413 115,000 115,000 115,000 115,060

18 Subiotal Other Income 3,503,613 410,714 416,332 422,058 4278032

19 Inmrerest Income 8,744,400 21,201,700 13,548,700 22,393,200 15,116,000
Capacity Charge Revenune

21 Capacity Charpes 12,457,000 14,201 979 14,452 666 14,575,633 14,406,520

a2 Total Revenues 320820319 363,684,702 378,738,808 431,862,301 432,201,111




SUMMARY OF OPERATING COSTS

Line Budget Year Projected
No. Description 2007 2008 2009 2010 3611
S b § s
1 Water Purchase Costs 125,340,073 120025426 121,027,939 122276,807 123,612.021]
2 Adminismation 16,040,647 17,638,691 18245734 19,531,784  20,216.367
3 Customer Support 32,627,635 35,878,164 37,112,926 39,728,828 41,121,312
4 Water Operations 73,207,711 88,063,275 50,476,588 100,489,521 103,370,233
5 Engineening And CIP Management 8,863,795 9,746,851 10,082,293 10,792,943 11,171,232
6 Wiiter Policy And Strategic Planming 6.952.380 7.645.011 7908118 8.465,521 §.762.235
7 Total D&M 263,032,296 278,097,419 284,853,508 301,285404 308,253,399
SUMMARY OF PROJECTED CAPITAL IMPROVEMENT PROGRAM

Line

No. Description 2008 2009 2010 2011
1 Water Treatment Plants 71,312,495 47,600,699 29499980 3,389,671
2 Transmussion Pipelines 9,782 916 17,109,888 4,620,633 38,476,636
3 Distmbufion Lines 31,200,000 43,280,000 45,102,614 46,933,049
4  Pump Stations 7317320 4,111,657 525318 752,652
5  Treated Water Reservoirs 8.842.219 22,890,797 36,739,879 13,913 634
6  Reclaimed Water Facility 8,147,718 5,799,238 637745 500,000
7  Miscellaneous 6,104,298 2,302,466 1,795,162 1,162,724
8  Contingencies 6,251,250 6208946  3,127.047 3,087,750
9  Raw Water Reservoirs 1,748,221 5,081,715 10,060,136 23641411
10 Program Management 4,000,000 4 000,000 4 000,000 4000000
11 Total 154,706,437 158,385,406 136,108,514 135,857,527

In addition, the following Water Rate Model Assumptions were made:

Population Growth Projections: City of San Diego growth projections are based on San
Diego Association of Governments (SANDAG) 2030 Forecasts which was approved by the
Board of SANDAG in November 2003. The growth projections for FY08 ~ FY'10 are 1.1%
annually and 1% annually thereafter. These rates are applied to the number of customer
accounts. Current accounts are from the Water Utilities Customers Information System
Monthly Rate Code Summary (Actual).

Right of Way Fees: No Right of Way fees are included.

Private Financing: Private short-term financing is assumed to be approximately $57 million
in January 2007. This amount will cover the balance of the FY07 CIP. Additional Private

Financing Funds may be required in FY 2008.




Public Financing: The model assumes a public financing in July 2007 of approximately
$335 million which includes refinancing the $57 million private financing, and in July 2009
of approximately $260 million.

Capital Financing: The model assumes that capital costs will be 80% financed and 20%
pay-as-you-go in FY08 and later.

Capacity Charges: The capacity charge is a full cost recovery charge reviewed as part of
the Cost of Service Study (COSS). The result of that study increases the capacity charge to
$3,047 (from $2,550) which is incorporated in the rate model.

Fund Balance Interest: Interest rates estimated for projected earnings on fund balance are
based on recent 15 years interest earnings using the U.S, Treasury Current Value of Funds
Rate which is 4.5% beginning in FY(9. The interest rate for FY07 and FY 08 are 3% and
4%, respectively.

Offerings Interest Rates: Interest rates are estimated for the private short-term financing to
be 4.2% and for the projected public financing to be 6%, based on the financial advisors’
estimates.

Inflation: Annual inflation for operations and maintenance costs, except Salaries and
Wages, is 4% based on the most recent 15 year San Diego area consumer price index for all
urban consumers. The annual inflation for capital projects is stated as a conservative 4%
based on the Engineering News Record Construction Cost Index most recent 10 year annual
average and 15 year annual average.

Salaries and Wages: Salaries and Wages are increased by 4% in FYO08 but are not increased
thereafter until FY'13, consistent with the City’s 5-year financial plan.

Position Reductions: Assumes the reduction of 42.5 positions in FY08 to reflect Mayor’s
direction to streamline,

Lakes Recreation: Assumes the transfer of the Lakes Recreation program to the Park and
Recreation Department in FY 08 reflecting the reduction of 31 FTEs and the associated
reduction in O&M costs and revenue.

Retiree Health: The Water Fund will contribute its proportional share to the Retiree Health
fund. There is a three year ramp up to full funding of an Annual Required Contribution. The
cost is estimated at 82 million in FY08 and ramps up to $6 million in FY 10 and stays at that
level in FY11. Cost estimates provided by the office of the Chief Financial Officer.

Pension Costs: Additional pension costs are reflected based on the Water Fund’s
proportionate share to fully fund the City’s contribution to the pension fund. This is
estimated at $2.4 million per year for FY08 thru FY11. Cost estimates provided by the office
of the Chief Financial Officer.



Enterprise Reporting Program: Assumes the Water Fund’s proportionate share of costs
for implementation of an Enterprise Reporting Program consistent with the Mayor’s response
to the Kroll Report. Cost estimates provided by the office of the Chief Financial Officer.

General Government Services: Additional costs for General Government Services are
reflected based on the reorganization of the City government and the allocation of additional
departments not previously included in the calculation. Cost estimates provided by the office
of the Chief Financial Officer.

Treated Water Purchases: Rate case assumes the City will not be a net purchaser of treated
water beginning in FY2010. Treated Water Purchases were approximately 33,000 Acre
Feet/Y ear since FY03.

Water Conservation: Based on the City’s Long-Range Water Resources Plan.
Conservation is compared to water sales in FY89, Conservation is anticipated to increase
from 11.38% in FY08 to 13.50% in FY18. An additional 2% is added each year for passwe
conservation.

Financial Results: The FY 2003, 2004, 2005 and 2006 financial results are based on the
best available financial data from the office of the City Auditor and Comptroller.

Grants: The City is actively pursuing Proposition 50 grants and other grants, however they
are not included in the model unless grant agreements have been approved by the City and
the granting agency.

Capital Improvement Costs: Capital project costs are estimated based on current design,
construction management, and construction cost plus a contingency equal to approximately
5% of construction cost. An inflation factor, calculated as described above under “Inflation”,
1s added to the costs in the out-years.

Operating Reserve: This reserve is currently a 45 day operating reserve that will be ramped
up over the next 4 years to 70 days in FY 11,

Secondary Purchase Reserve: This reserve is intended as an emergency reserve for the
purchase of water in the event of a drought or other emergency that suddenly disrupts the
normal supply of water. The size of this reserve is intended to be equal to 6% of the annual
water purchase budget.

Rate Stabilization Fund: The rate stabilization fund was established to stabilize the water
rates in future years.

Unallocated Reserve: The unallocated reserve is intended to provide for unanticipated
needs that arise during each year. Historically this has been used for unanticipated capital
needs and large liability claims. This reserve will be set at 4% of thc department s operating
budget in FYO08 and thereafter,
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CIP Reserve: The CIP reserve is budgeted at $5 million in the CIP budget. This reserve is
intended to provide for emergency capital needs in the event of the catastrophic failure of a
major capital facility.

Cost of Service Study

The Cost of Service Study (attached) is a comprehensive water cost of service and rate design
study that includes a review of revenue requirements, user classifications, cost of providing
service, and recommendations regarding the design of a system of user charge alternatives for
the City's water service. The City Council approved an agreement with Raftelis Financial
Consultants, Inc. (RFC) for a Cost of Service Rate Study (COSS) on October 24, 2006. The
COSS recommends changes to user classifications, cost allocation and capacity charges which
will serve to increase equity in the apportionment of system costs beginning in Fiscal Year 2008.

The focus of the COSS was on the City’s retail water service and capacity charges. The specific
objective of the Study is to develop cost of service rates that charge customers in proportion to
the cost of serving them and to ensure capacity charges are sufficient for the expansion of the
system. The cost of service findings and suggested changes are listed below.

Cost of Service is a methodical process by which revenue requirements are used to generate a
system of fair and equitable costs in proportion to the service received for each user class. The
cost of service allocation conducted in this study are based on the base-extra capacity method
endorsed by the American Water Works Association (AWWA), a nationally recognized industry
group. Under the base-extra capacity method, revenue requirements are allocated to the different
user classes proportionate to their use of the water sytem.

The COSS recommendations are consistent with and are reflected in the water rate case. The
City Council’s ability to deviate from these rates is very narrow: the rate adjustments proposed
by this Report can only be changed if the alterations are consistent with the Cost of Service
Study. Changes that are inconsistent with the Study could violate the requirement of Proposition
218 that water fees not exceed the proportionate cost of providing the service to each parcel.
Therefore, any proposed changes should be reviewed.

User/Usage Characteristics o

The Water Department has various types of customers, which include Single Family Residential
(SFR), Other Domestic (Multi-Family Residential), Commercial, Industrial, Temporary
Construction and Immigation. SFR comprise the bulk of customers with approximately 80% of all
meters. Multi-Family account for more than 10% of the meters. Commercial, Industrial,
Temporary Construction and Irrigation make up the remaining 10% of accounts, but account for
approximately 40% of the usage.
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Projected Annual Water Usage by Class for FY 2008 is:

Usage by Class HCF % of Total

SFR Blocks

0-7 15,620,416 17.1%
8-14 8,943,800 9.8%
Over 14 9,915,197 10.8%

" Taotal SFR 34,479,413 37.7%
Other Domestics
{MFR) _ 20,512,164 22.4%
Total SFR and MFR 54,998,577 60.1%
Commercial 22,207,400 24.3%
Industrial 1,613,743 1.8% |
Ternp. Construction 346,667 0.4%
Irrigation 12,294,791 13.4%
Total Comm, Ind,

Consl, Irrig 36,462,601 39.9%
Total . 91,461,178 100.0%
Revenue

The Water Department’s principal source of revenues is from water sales. The total FY2008
revenue requirements from retail users — which is generated by totaling operation and
maintenance, debt service, and cash-financed capital projects and deducting any revenue from
other non-rate sources, is estimated to be $287.4 million. Of this, approximately $219.8 million
are operating costs. The remaining $68 million are capital-relaied costs associated with debt
service and cash-financed capital projects. The primary sources of funding for capital
improvements include water capacity fees, bond proceeds, grants, loans, pay-as-you-go revenues
and interest earnings.

These revenue requirements are used to develop the fixed meter charges and commodity rates in

- a manner consistent with the cost of service principles. ‘In order to meet projected revenue
requirements and to maintain desired operating funds, the following annual revenue adjustments
are recommended by the Study.

S FY.2008 | FY2009 | ‘FY2010 | FY20i1
6.5% 6.5% 6.5% 6.5%

These new revenue demands have been offset through increased efficiencies in the operation and
maintenance of both systems over the past few years. The improved efficiencies have effectively
lowered the level of potential rate increases. Improved efficiencies helped the water system by
keeping an additional 3% need off first year rate proposals. Higher rates would have also been
necessary in subsequent years without continuing efficiency measures. At the Mayor’s direction,
an independent board will be appointed to oversee a new annual accounting review process to be
put in place.



Rate Design
The City’s water rates, effective as of July 1, 2006, include fixed service charges and water

commodity rates. The fixed service charges are consistent across all user classes and vary by
meter size. Service charges range from $15.87 per month for a % inch meter, which is typically
used by Single Family Residential (SFR) customers, to $6,514.14 per month for a 16 inch meter
used by large industrial or wholesale customers. SFR Customers are billed on a three-tier rate
structure. The remaining customers are charged a uniform rate of $2.03 per hundred cubic feet
{HCEF) of water used.

Studv Recommendations
The study recommends the City consider changes which include modifications of user
classification, and cost allocations.

USER CLASSIFICATION

Based upon peaking characteristics of different customer classes the Study recommends that
customers be classified as follows:

s SFR

e Other Domestic (Multi-Family)

e Commercial and Industrial

Irrigation and Construction

The justification for creating new user classes is to track costs and design separate rates for
these customers as a means of increasing equity among two classes of ratepayers.

Residential customers, including SFR and Other Domestic are estimated to have similar
peaking characteristics. However, since only SFR rates are tiered, they are separated into
SFR and Other Domestic classes. Commercial and Industrial customers are estimated to have
similar peaking characteristics and can be included into another class because they have
lower peaking characteristics than residential customers. Temporary Construction demand
characteristics are similar to those of Irrigation; both customers have higher peak demands
than the other classes, therefore it is reasonable to create a separate user class for them.
During peak demand relatively large amounts of water are used in short penods of time when
compared to average usage. Peak usage is more costly to deliver than constant usage because
it requires more pumping and large capacity facilities to produce and deliver the water in a
short time span. To maintain fairness and equitability, rates should be higher for customers
with higher peak usage.

SERVICE CHARGE

The Study recommends continued use of a rate structure that includes both a fixed monthly
service charge, which is consistent for all users of similar sized meters, and a variable water
usage charge. Costs to be recovered in the service charge include costs based on capacity
such as:

¢ Maintenance of meters and services

e Portion of capital costs allocated to provide peaking capacity

e Public fire protection (hydrant maintenance)
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And costs that are independent of meter size such as:
e Meter reading
e Customer billing and collection

The service charges for larger meters currently used by the City are higher than those derived
from the application of industry standards. The Study therefore suggests that the City
consider revising service charges to more proportionalty recover its costs of providing
service. The reduced revenue from service charges results in slightly higher commodity rates
to maintain full cost recovery. Use of proposed COS based service charges would result in a
reduced bill for some Single Family Residential customers, which would benefit low volume
water users.

The main objective of the Study is to present options that will result in a proportionate
allocation of costs to all user classes in proportion to the costs of serving these customers.
The suggested revisions to service charges and commodity rates are designed to meet that
objective. Under the proposed Cost of Service-based rates, any user greater than 13 hef will
receive higher bills, while users less than 4 hef will experience a reduction in monthly bills.
Higher volume SFR users will experience these increases due to the higher usage rates that
accompany and offset reduced service charges. At the same time, COS rates will encourage
conservation and provide low-volume users with material rate relief.

CAPACITY CHARGE

Capacity fees are collected to accommodate new growth and for users to buy into the system
at an appropriate rate to compensate for the existing infrastructure. Capacity fees can only be
used for capital costs and only those capital costs associated with expansion of the system, Jt
1s acceptable to use water sales revenues for both expansion and replacement. This
requirement is a result of Assembly Bill 1600. - '

As part of the Study the costs associated with capacity fees were analyzed and RFC has
recommended an increase from $2,550 to $3,047 per Equvalent Dwelling Unit (EDU). The
Water Department will be asking Council to approve this increase based on the
recommendations of RFC at the February 26, 2007 council meeting.

This increase is mainly due to the capture of costs associated to recent additions to water
system infrastructure. Significant additions took place during the re-audit of the City’s 2003
financial statements. Capacity fees are used for new customers to buy into the existing
infrastructure. The revaluation of the system, which was part of this audit, has resulted in an
increase to this fee.

The Study recommendations are consistent with and are reflected in the water rate case. The
City Council’s ability to deviate from these rates is limited. The rate adjustments proposed
by this Report can only be changed if the alterations are consistent with the Cost of Service
Study. Changes that are inconsistent with the Study could violate the requirement of
Proposition 218 that water fees not exceed the proportionate cost of providing the service to
each parcel. Therefore, any proposed changes should be carefully examined.
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Wholesale Water Rate Pass Through

San Diego mostly relies upon imported water from Northern California and the Colorado River.
The City currently purchases 90 percent of its water from the San Diego County Water Authority
(CWA), which in turn purchases water from Metropolitan Water District of Southern California
{Metroplitan). CWA periodically increases the rates it charges the City for water. These
increases are based on costs of infrastructure, operations, maintenance, and water purchaes from
Metropolitan. These increases are known as “pass throughs”.

On January 1, 2007, CWA will be increasing the rates to the City of San Diego for Water
Purchases. These increase will not be passed on to City of San Diego rate payers until July 1,
2007 when the first of the proposed 6.5% increases takes effect. This CWA increase is absorbed
as part of this 6.5% increase. No additional future pass throughs are included in the proposed
6.5% rate increases for any future years.

CWA is currently reassessing their needs and will be finalizing their reports for presentation to
the CWA Board in the Spring of 2007. It is anticipated these reports will disclose the need for
more rate increase pass throughs. These pass throughs are subject to Proposition 218 noticing.
The Water Department intends to come back to Council in the Fall of 2007 to request
authorization to notice any future pass throughs, and increase rates accordingly, that are
identifiable at that time.

Mayor’s Pre-conditions
As promised at the outset of his administration, Mayor Sanders directed City staff to undertake
review efforts in response to concemns about potential mismanagement and inefficiencies in the
water system. The Mayor’s pre-conditions were set out as a requirement for considering any
new rate reommendations included:
o Completion of a comprehensive examination of the budgets and rate structures.
o A review by outside auditors of past practices regarding the use of previous rate increases
and bond proceeds.
e A detailed report regarding whether the water system had raised rates for projects that
have not been, or never will be, completed.
¢ An analysis of the various operational and capital demands on the cash flow.
e A complete accounting of any funds that have been transferred out and for what purpose.
e A study of how San Diego’s water rates compare with surrounding agencies, and
s A thorough report of what administrative expenses can be trimmed.

To that end, several reports were completed. These included reviews of the following:
¢ 1) tracing the use of revenues generated by a series of water rate increases for fiscal
years 2003, 2004 and 2005 approved by the City Council;
s 2) tracing the use of the proceeds from the Series 2002 Water Revenue Bond
o 3) reviewing transfers and interfund charges (including Service Level Agreement
charges) paid by the Water Fund to other City Funds (including the General Fund) for the
fiscal year ending June 30, 2003

An Independent review was also completed for the Proposed Water Rate Case.
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In addition to the outlined pre-conditions, the mayor has stated that additional safeguards will be
put in place to ensure that funds derived from rate payers are spent appropriately.

Results of Mayor’s Preconditions
The City entered into agreements with the audit firm of Mayer Hoffman McCann P.C. (MHM) to
perform a review of how bond proceeds and previous rate increases were used, and a review of
the proposed rate increases in the Water Department. MHM offered the findings of these
reviews in a series of reports (see 4 reports attached) delivered to the Mayor in August 2006. The
Mayor adopted all the remedial recommendations. These reports and their associated findings
are listed below:

e Agreed upon services for rate increase

o Finding: MHM was able to confirm the calculation of the revenue generated by
each increase and to reasonably test the expenditures associated with these
increases. The results illustrated that the revenues generated from the series of
rate increases were appropriately expended and no specific recommendations
were made.

o Agreed upon services for use of bond proceeds

o Finding: MHM recommended that the bond fund only be charged for
expenditures incurred and paid or payable. Generally Accepted Accounting
Principles provide that expenditures would only be recorded if the City Attorney’s
office believed that it was probable that the City would have to pay the contractor.
If the Attorney’s office believed that the risk of loss was only possible or remote
(as those terms are defined by professional standards), the liability and
expenditure would not be recorded in accordance with Generally Accepted

-Accounting Principles.

o Finding: MHM recommended that the CIP Analyst modify the allocation
spreadsheets to include the allocation calculations for each project. The
spreadsheets allocating costs across projects should also be retained with the
vendor inveice to support project specific charges.

o Finding: MHM recommended that the individuals initiating journal entries
provide documentation explaining the rationale behind allocations between
projects. The documentation should be attached to the journal voucher.
Additionally, when a vendor invoice is allocated between projects, the individual
preparing the allocation should attach documentation explaining the allocation
methodology. The documentation for transactions posted to the general ledger
should stand on its own without further explanation from staff.

e Agreed upon services for interfund transfers
- MHM recommended the whole practice of the use of SLA’s should be reviewed by
the City. A commitiee was established to review the appropriateness of all SLA’s and
where appropriate more conventional cost allocation approaches will be implemented.

In March 2006, the City Council adopted a Cost Allocation Policy which describes

when and how costs should be allocated to multiple funds and programs. This Policy
will serve as the foundation for changes.
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The City concurs with all of MHM’s recommendations and will take immediate steps
to ensure that this practice does not continue. Any funds inappropriately transferred in
fiscal year 2006 will be returned to the appropriate fund, including but not limited to
the findings and recommendations totaling $644,206 found on pages 2 and 3 of the
MHM Water Funds Transfer Report.

s Agreed upon services for proposed water rate increases
MHM applied and enumerated many proceedures to ensure the water rate case was
consistent and that estimates were in line with expectations and trends. Their review
noted no significant differences that were not fully explained.

Efficiency Efforts
The Water Department has taken many steps in reducing administrative expenses and increasing
efficiency:

o The Water Department has identified 42.5 Full Time Equivalents (FTE) that may be
eliminated in FY 2007, for an estimated savings of $3,225,226.

e Water Operations Division initiated a five year Bid-To-Goal contract in FY 2005.
Audited savings to date from that program total $9,747,723.

e Customer Support Division is currently in the process of obtaining final approval for the
execution of their Bid-to-Goal contract for FY 2007.

o The Water Department is participating in numerous Business Process Re-engineering
initiatives and anticipates further savings to report at the end of the calendar year.

The department has been proactive in its efforts towards continuous improvement and
efficiencies through the Water Operations Bid-to-Goal:

o Overtime costs reduced 25 percent from FY04. FY05 savings from reduced overtime
was $600,000. FY06 savings are anticipated to be an additional $100,000.

e Motive equipment reductions and efficiencies in fleet usage in FY 2005 resulted in a
savings of $600,000. Fleet usage was re-evaluated, resulting in large number of pool
vehicles returned to Equipment Division. Outside equipment rentals were also reduced.

o Based on the review of internal water purchase processes, the Optimization Program was
established to centralize and improve systems operations to optimize our water supply
and electrical usage. During FY 05, due to the Optimization Program, treated water
purchased was down 33 percent for a savings of $1 million. FY05 energy savings from
the Optimization Program was §1.2 million. FY06 estimated energy savings are the same
as FYO05.

¢ The Construction and Demolition Material Recycling Program has resulted in a 60
percent reduction of material taken to the City’s landfill,

e Customer Support Division savings due to process improvements and operational
efficiencies is expected to total $3.2 million for the period FY07 through FY11,

Current and Proposed Rates

The study and rate case have resulted in the following recommended water rate structure. Two
components of water rates are the Service Charge and the Commodity Rates. The Service
Charge 1s used to recover the fixed charges associated with the water system. The commodity
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rates recover variable components of the water system.” A comparison of City of San Diego rates
compared to other local water agencies is attached. The proposed service and commodity
charges with rate increases are presented below:

Service Charge
Meter 2007 2008 2008 2000 2010 2011
Size Existing Citr Proposed  Proposed  Propesed  Proposed
inches $/month $/month Ssmonth $/month Simonth Simonth
5i8 15.87 16.90 15.18 16.17 17.22 18.34
374 15.87 16.90 15.18 16.17 17.22 1834
1 17.11 1822 207 23.61 2515 26.78
1142 7541 80.31 38.13 4061 4325 46.06
2 116.24 123 80 58.09 61.57 65.89 70.17
3 414,73 441.69 104.98 111.80 119.07 126.81
4 692.00 736.98 171.83 183.00 194.89 207.56
6 1,542.72 1.643.00 33746 35039 38276 407.63
g 208178 221710 537.01 STi.e2 609.09 £48.68
10 2,793.63 297512 770,49 820.57 £73.01 030.71
12 389244 4,145 45 1,433.00 1,528.28 1,627.61 1,733.41
16 6,514.14 6.937.56 249862 2,662.10 283513 3,015.42
Commodity Rate
Customer 2007 2008 2008 20609 2010 2011
Class Existing City Proposed  Pioposed  Proposed  Proposed
S/HCF S/HCF $/HCF SHCF $/HCF $/HCF
SFR
0-7 i.731 1.844 2362 2409 2.566 2,732
7-14 2.163 2.304 2.461 261 2.791 2,
Over 14 2372 1.526 2,775 2955 3.147 3.352
General Service
Other Domestcs (MFR) 2003 2,133 2.461 2621 2.791 2073
Commercial & Indastrial 2.003 2,133 2357 2510 2.673 2.847
Temp. Constr. & Irrigation 2.003 2,133 2.524 2.688 2.863 3.049
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The above Proposed Rate Increase will result in the following increases to a customers monthly
water bill based on the associated consumption amounts recorded as Hundred Cubic Feet (HCF).
For customers with a % inch meter Monthly Bill Calculation is as follows:

FY 07 FY 08 FY 08 FY 09 FY 10 FY 11
SFR - 3/4" Existing Existing Proposed Proposed Proposed Proposed
HCF/Month $Mo. $/Mo. $/Mo. $/Mo. $/Mo. $/Mo.
2 19.33 20.59 19.70 20.98 22.35 23.80
4 22,79 24.28 24.23 25.80 27.48 29,27
5] 26.26 27.96 28.75 30.62 32.61 34.73
8 30.15 32.11 33.48 35.65 37.97 40,44
10 34.48 36.72 38.40 40.89 43.55 46.38
12 38.80 41.32 43.32 46.13 49.13 32.33
13* 40,97 43.63 45,78 48.76 51.92 55.30
14 43.13 45.93 48.24 51.38 54.72 58.27
16 47.87 50.98 53.79 57.29 61.01 64.98
18 52,62 56.04 59.34 63.20 67.31 71.68
20 57.36 61.09 64.89 69,11 73.60 78.39

*Averape Usage

13 HCF is the Average Usage for Single Family Residences (SFR) with a % inch water meter.
The median monthly household income in the City is $5,173 (annual income of $62,085) as of
2005. A §45.78 water bill-the SFR bill assuming average usage and Proposed FY 08 rates,
represents less than one percent (1%) of monthly median household income. By EPA guidelines,
bills of less than two percent (2%) of median housing income are deemed affordable.

Monthly Bill Calculations Other Domestic % inch meter

Other Domestic EY 07 FY 08 FY 08 FY 09 FY 10 FY 11
MFR - 3/4" Existing Existing Proposed Proposed  Proposed  Proposed
HCF/Month $Mo. $/Mo. $/Mo. $/Mo. $/Mo. $/Mo.

20 55.93 59.57 64.39 68.58 73.03 T7.78
40 95.99 102.23 113.6 120.99 128.85 137.23
60 136.05 144.89 162.81 173.4 184.67 196.67
80 176.11 187.56 212.03 22581 240.48 256,12
100 216.17 23022 261.24 278.22 296.3 315.56
120 256.23 272.88 310.45 330.63 352.12 375.01
140 296.29 315.55 359.66 383.04 407.94 434.45
160 336.35 358.21 408.87 435.45 463.75 493.9
180 376.41 400.88 458.08 487.86 519.57 553.34
200 416.47 443.54 507.29 540.27 575.39 612.79
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- For customers with a 1 inch meter Monthly Bill Calculation is as follows:

Commercial/ FY 07 FY 08 FY 08 FY 09 FY 10 FY 11
Industrial — 17 Existing Existing Proposed Proposed Proposed Proposed
HCF/Month $/Mo. $Mo. $/Mo. $/Mo. $/Mo. $Mo.
50 175.56 186.97 153.98 166.12 176.01 188.41
100 275.71 293.63 273.82 291.62 310.58 330.77
150 375.86 400.29 391.67 417.13 444,24 473.12
200 476.01 506.95 509.52 542.64 b77.91 615,47
250 576,16 613.61 627.37 668.14 711.57 757.83
300 676.31 720.27 745.21 793.65 845.24 900.18
350 776.46 826.93 863.06 919.16 978.9 1,042.53
400 876.61 933.59 980.91 1,044.67 1,112.57 1,184.89
450 976.76 1,040.25 1,688.75 1,170.17 1,246.24 1,327.24
500 1,076.91 1,146.91 1,216.60 1,295.68 1,379.90 1,469.59

For customers with a 2 inch meter Monthly Bill Calculation is as follows:

Temp. Const/ FY 07 FY 08 Y 08 FY 09 FY 10 FY 11
Irrigation - 2" Existing Existing Proposed Proposed Propased Proposed
HCF/Month $/Mo. /Mo, $/Muo. $/Mo. $/Mo. $/Mo.
200 516.84 550.43 562,84 599.42 638.39 679.88
400 917.44 977.07 1,067.59 1,136.98 1,210.89 1,289,59
600 1,318.04 1,403.71 1,572.34 1,674.54 1,783.39 1,899.31
800 1,718.69 1,830.35 2,077.09 2,21210 2,355.80 2,509.02
1,000 2,119.24 2,256.99 2,581.84 2,749.66 2,928.39 3,118.73
1,200 2,519.84 2,683.63 3,086.59 3,287.22 3,500.89 3,728.45
1,400 2,920.44 3,110.27 3,591.34 3,824.78 4,073.39 4,338.16
1,600 3,321.04 3,536.81 4,096.09 4,362.34 4,645.89 4,947.87
1,800 3,721.64 3,963.55 4,600.84 4,859.89 5,218.39 5,557.58
2,000 4,122.24 4,390.19 5,105.59 543745 5,790.89 6,167.30

FISCAL CONSIDERATIONS:
Cost of noticing property-owners and customer base is approximately $230,000. This cost will
be shared equally by the Water Department and Metropolitan Wastewater Department.

PREVIOUS COUNCIL and/or COMMITTEE ACTION:

The water rate subcommittee of the Public Utilities Advisory Committee (PUAC) on 11/29/2006
and the full PUAC on 12/4/2006 unanimously supported the proposed water rate adjustments of
6.5% in Fiscal Years 2008, 2009, 2010, and 2011, and the COSS recommendations.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

Public Input sessions have been held throughout San Diego as follow:

Various stakeholder meetings

November 27, 2006 Town Hall Meeting San Ysidro Multi-Cultural Center
November 28, 2006 Town Hall Meeting Balboa Park War Memorial

November 29, 2006 PUAC Water and Wastewater Rate Sub-Committee Meetings (2)
December 4, 2006 Full PUAC Meeting




December 3, 2006 Town Hall Meeting Rancho Bemnardo Library
A stakeholder meeting will be scheduled the week of January 2, 2007
Additional public outreach and workshops will be scheduled before the public hearing date.

Additional community outreach briefings will be scheduled at the request of Council Members
or the Community.

KEY STAKEHOQILDERS AND PROJECTED IMPACTS:
City of San ]Zo water users will receive a notice of the hearing to take place on February 26,

A ../éjf\_/é/ D bpss—

J.M. Barrett R.F. Haas _
Water Department Director Deputy Chief of Public Works
Attachments:

1. Proposition 218 Notice

2. 4-year Capital Improvement Project Forecast

3. Raftelis Financial Consultants, Inc. Water Cost of Service Rate Study

4. Department of Health Service Compliance Order No. 04-14-96C0-022

5. Mayer Hoffman McCann P.C., Independent Accountant’s Review (4 Reports)

6. Water Rate Comparison '

Tb locate the attachments please see the following pages:

Attachment | see pages 22 thru 27
Attachment 2 see pages 28 thru 29
Attachment 3 see pages 30 thru 88
Attachment 4 see pages 89 thru 134
Attachment 5 see pages 135 thru 162
Attachment 6 see page 163



NOTICE OF PUBLIC HEARING

[insert city logo]

The San Diego City Council will hold a public hearing to consider proposed increases in water and sewer
rates and charges. Interested parties are invited fo attend:

Date:-
Time:
Place:

2pm.

Monday, February 26, 2007

City Administration Building

202 “C” Street, 122 Floor Council Chambers

San Diego, CA =

Explanation of Rate Increases

If adopted, the proposed rate changes will be
implemented over the next four years. The
' proposed rates are presented in the tables below.
' The amount of your utility bills will depend on
your customer class (single family residential {
rates are different than industrial rates, for
example) and the amount of water you use.

.%'

The proposed increases will help the City provide

- reliable, high quality water and sewer services. _:=¢._i.ch

The City water and wastewater departments rely
id

customer
Aithough oral comments at the public hearing will not
quahfy ;2" formal protests unless accompanied by a
wntten ’protest the City Councxl welcomcs input from

Enmil protests will not be accepted '

......

How Can I Get More Information?

If you have any -questions regarding the hearing, the
proposed rates or how to file a protest, please contact
Customer Service at 619-515-3500 for both water and
sewer rates.

More information regarding the proposed water and
sewer rates is available on the City website;
www.sandiepo.gov. This information includes the
recently completed Water and Wastewater Cost of
Service Studies which describe in detail the basis and
reasons for the proposed charges. The Studies can also
be viewed at the City Clerk's Office located at 202 C
Street, 2™ Floor, San Diego, CA 92101,




Proposed Water Service Rates and Charges

The City supplies water to more than 1.3 million customers through almost 3,500 miles
of water pipes, three water treatment plants, nine raw water storage facilities, and thirty treated
water storage facilities. The principal reasons for the proposed water rate increases are to
provide revenues sufficient to:

v Operate and maintain, repair and replace water facilities to maintain system
reliability, including water treatment plant upgrades and reservoir improvements.

v Replace aging pipes, pumps and other infrastructure, mcludmg 75 miles of cast
iron pipe, to reduce the number of pipeline breaks and emergency repairs.

v Comply with federal and state environmental and safz::fdnnkmg water mles
including a State Department of Health Semccs 30

To accomplish the above purposes, the City proposes
the Water Department incrementally over the next four*yca.rs through annual
customer classes as follows:

i "?‘_ i

L*,.-!r-a;z-.“*(z.w :iﬁ.ﬁ“ A

zby‘reeﬂlocanng charges to more
accurately reﬂect costs of seryice _Proposed changcs includés THCTeasing thc number of customer

classes, lowenng overg\ll"cést re

er used. These changes may increase or decrease customers’
bills, depending on'th ass and the amg;u‘i‘t of water used. The breakdown of the

proposed water rates is:

Proposed Proposed Proposed Proposed
$/month $/month $/month  $/month
15.18 16.17 17.22 18.34
15.18 16.17 17.22 18.34
22.17 23.61 25.15 26.78
38.13 40.61 43.25 46.06
58.09 61.87 65.89 70.17
104.98 111.80 115.07 126.81
. 171.83 183.00 194.89 207.56
6 1,542.72 337.46 359.39 382.76 407.63
8 2,081.78 537.1 571.92 609.09 648.68
10 2,793.63 770.49 820.57 873.91 930.71
12 3,852.44 1,435.00 1,528.28 1,627.61 1,733.41
16 6,514.14 2,499.62 2662.10 2,835.13  3,01942




Commodity Rate (HCF = Hundred Cubic Feet; SFR = Single Family Residential)

0-7

8-14 2.163

Over 14 2.372

Other Domestic 2.003
Commercial &

Industrial 2.003

Temporary

Construction &

Irrigation - 2,003

wastewater dcp" 1
all customer class

uPs over past sewer spills.
_Lty $ past sewer rafes, including a temporary four-year

e

8.75%

@Ema‘ )

'IL?M?F’J&”

SRR by 3.05%
A SO

3.05%

11.80%

11.80%




In addition to the rate increase above, the City proposes to use updated treatment costs and
loadings and to implement other measures described below, consistent with the Wastewater Cost
of Service Study and State guidelines. These adjustments may increase or decrease customers’
bills, depending on the customers’ class and the amount of water used. The breakdown of the
proposed wastewater rates is: .

Rates for Single Family Residential (“SFR”) and
Multi-Family Residential (“MRF”) Customers

3.1429 3,363

Usage Fee
$/HCF
Base Rate 11.32 12.31 13.39
$/account

2,890

MFR (note 2)
Usage Fee 3.721 4.038 5.0276
$/HCF
Base Rate 11.32 12.31 15,33
$/account
s Bates for Single Family Residential (“SFR*) and
Multi-Famil 1

Reside tal (“MRF”) Customers with Shames Settlement

o

2971 32387 33831 36163

12.69 13.80 14.41 15.40

$/account %t

Usage Rebate (0.0881) | (0.0958) (0.0202) (0.0180)

$/HCF
Base Rebate $ (3.63) (3.66) (3.34) (3.32)
MFR (note 2)
Usage Fee 3721 41612 4.5253 4.7269 5.0528
$/HCF
Base Rate 1132 1269 13.80 14.41 15.40

$/account




Note 1: Current rates are based on the assumption that 100% of the water used in the
winter month of the lowest nsage is a good measure of the volume of wastewater
generated by a home on a monthly basis. This figure is also capped at 14
Hundred Cubic Feet (HCF). Proposed rates beginning May 1, 2007 will be based
on 95% of minimum winter water use and capped at 20 HCF, consistent with
State guidelines. New customers will be charged a New Customer rate of $38.32
per month unti] they have a winter water use history on which to base their rate
(adjustment done each July 1).

Note 2: 2007 rates are based on 95% of water use.

Rates for Commercial Industrial Customers Discharging Le; Than 25,000 GPD

B Comm/Ind (note

3) :
Flow $/HCF 27534
TSS 5/ 4294
COD $/1b .1544

Base Fee $§/account 11.32

3.3508 3.5419
4966 5187 5545
1856 2018 2108 2254
2.69 13.80 14.41 15.40

lbaaing based‘on national estimates of wastewater generation by businesses in the
same.Sta.n #d Industrial Classification (SIC) code as the business served.

S e zﬂigﬂ'
- Comm/Ind (note 4)
Flow $/HCF 2,7534  3.0257  3.2904 3,5208 3.7672
TSS $/1b 4294 0.4431 4819 5156 5517
COD $/1b 1544 . 0.1801 1959 2096 22472

Base Fee $/account 11.32 12.31 13.39 14.32 15.33




Rates for Large Commercial Industrial Costomers with Shames Settlement

'3 g o B
Comm/Ind (note 4)

Flow $/HCF . 27534  3.1180  3.3908 3.5419 3.7861

. TS8 §/1b 4294 4566 4966 5187 5545
COD /b 1544 1856 2018 2108 2254
Base Fee $/account 11.32 12.65 13.80 14,41 15.40

Note 4:

Proposcd rates applicable to large connncrcml/mdustnal custc')'mérs contract
No basefee is charged; co ,,»of service is

3 8996

TSS §/1b 0.5715
COD $/1b 0.2316

PR iR :‘ .. i - : LY

3 227.5 3.5100 3 6664
0. 4730 0.5144 0.5373 .
0.1917  0.2085 0.2177 0.2328

This material is avallab 1 altcmahve formats upon request. To order information in an
altemative format, or f -arrange for a sign language or oral interpreter for the meeting, please call

the Clerk's office at ledst 5 working days prior to the meeting at 533-4000 (voice) or 236-7012
(TT).

SB 414196 v1:008204,0003
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RAFTELIS FINANCIAL
CONSULTANTS, INC.

December 14, 2006

Ms. Marsi Sieirer

Deputy Director

City of San Diego

600 B Street, Suite 600

San Diego, CA 92101-4587

Subject: Water Cost of Service Rate Study Report

Dear Ms. Steirer:

Rattelis Financial Consultants, Inc. (RFC) is pleased to present this report on the water cost of
service, rate design and capacity fee study (Study) to the City of San Diego (City). We are
confident that the results developed based on the cost of service analysis will result in fair and
equitable water rates to the City’s users.

The Study involved a review of the City’s financial plan or rate case and incorporation of the
revenue requirements projected therein to develop cost of service rates. RFC reviewed the City’s
current user classifications and water rate structure. In addition, the Study also included an
update of the City’s capacity fees. The proposed changes to the City’s rate structure and
capacity fee are summarized below.

Rate Structure: Based on our review of the City’s existing rate structure we propose the
following:

= Classify customers into Single Family, Other Domestic (Multi-Family),
Commercial/Industrial, and Irrigation/Construction based on their peaking characteristics.
The proposed rates for he different classes are based on their peaking factors.

= Retain the three tiered rate structure for the Single Family customer class.

= Increase the amount of revenue to be collected from the variable commodity rates
consistent with cost of service.
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= Adjust meter rates for large meters in proportion to the cost of providing service.

Capacity Fee: Based on our review of the City’s existing capacity fee, we estimate a full-cost-
recovery capacity fee of $3,047 per EDU.

It was a pleasure working with you and we wish to express our thanks to Mr. Sam Gray and
other staff members of the Water Department for the support and cooperation extended
throughout the study. If you have any questions, please call me at (626) 583-1894,

Sincerely,

Raftelis Financial Consultants

Qs

Sudhir Pardiwala

Project Manager

Steve Vuoso

Consultant
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SECTION 1. EXECUTIVE SUMMARY

The City of San Diego (City) wished to conduct a comprehensive water cost of service and rate
design study (Study) that included a review of revenue requirements, user classifications, costs
of service, and the design of a system of user charge alternatives for the City’s water service. In
addition, the City also desired a review of its water capacity fees. This report documents the
results of the Study, and suggests changes to user classifications, cost allocations and capacity
charges which will serve to increase equity in the apportionment of costs during Fiscal Year
2008 and beyond.

The focus of this Study is primarily on the City’s retail water service. The specific objective of
this Study is to develop cost of service water rates that charge customers in proportion to the cost
of serving them. The elements of this study include:

» Review of the costs of providing water procurement, treatment, and distribution to the
City’s users.

+ Determination of the cost to provide service to the City’s retail service area.

« Allocation of the cost of service to the water parameters of Base, Maximum Day,
Maximum Hour, Meters and Services, Billing and Collecting, and Fire Protection.

« Allocation of parameter costs to the City’s retail service user classes.

- Design of an equity enhancing system of charges including water user charges and
capacity fees (discussed in the full report).

This section presents the cost of service review findings and suggested changes in summary
form.

1.1 WATER SYSTEM

This section of the Executive Summary provides a brief description of the water system, a review
of the revenue requirements and user classifications, an analysis of cost of service, and the
design of water rates.

System Infrastructure: The City has managed and operated the water system since 1901 after
purchasing the privately owned San Diego Water and Telephone Company. Since then the
system has been expanded to supply approximately 270,000 accounts at the start of FY 2007,
delivering approximately 240,000 acre-feet of water per year.

The City system consists of nine raw water storage facilities, three water {reatment plants, 30
treated water storage facilities and over 3,460 miles of water lines. One of the nine raw water
storage facilities, Lake Hodges Reservoir, is not currently connected to a treatment. The City
owns and operates three water treatment plants with a combined current capacity of 294 million
gallons per day (MGD). The 30 treated water storage facilities ensure consistent delivery to the
90 different pressure zones with the aid of 49 water pump stations.

City of San Diego 1-1
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While the City has grown, local water sources have remained static. On average, between 6
percent and 10 percent of the City’s water supply is derived from local water sources. The
balance of the City’s water supply is purchased from the San Diego County Water Authority
{CWA). These purchases from the CWA include treated water that is delivered to the City’s
water distribution system and raw water that is transported to the City’s water treatment plants.

The 1997 Strategic Plan for Water Supply called for the doubling of water savings, from 13,000
acre-feet per year (AFY) to 26,000 AFY by 2005. This was to be accomplished by continuing
successful water conservation programs. The City achieved its 2005 goal, and estimated a total
of 30,350 AFY savings by the end of Fiscal Year 2006. (30,350 AFY is equal to 27.1 million
gallons per day (MGD) of water saved. When compared to 11.6 mgd savings in 1997, the
increase equates to 15.5 mgd. These efforts, along with proposed projects for cutting edge
technologies such as brackish water desalination, are intended to provide the City with a reliable
water supply that is less dependent on imports.

User/Usage Characteristics: The City has various types of customers, which are displayed in
Figure ES-1. As expected, Single Family Residential makes up the bulk of City customers at
approximately 80% of the meters. Other Domestic (Multi-Family) is the next largest class with
more than 10% of the meters.

Figure ES-1 — Customer Makeup by Meters (as of 7/1/2006)

0.3%

5.6% 0-1%) R

10.8%

80.4%
0 SFR 2 Other Domestics (MFR) O Commercial i
£l Indusirial Temp. Constr, 0 lrigation i

Table ES-1 provides information pertaining to the water usage associated with the various
customer types. Single Family Residential, having a tiered rate structure, is further broken down
by water usage within each rate block.
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Table ES-1 - Projected Annual Water Usage by Class for FY 2008

Usage by Class HCF % of Total
SFR Blocks
0-7 15,620,416 17.1%
8-14 8,943,800 9.8%
Over 14 9,915,197 10.8%
Total SFR 34,479.413 37.7%
Other Domestic (MFR) 20,519,104 22.4%
Commercial 22,207,400 24.3%
Industrial 1,613,743 1.8%
Temp. Construction 346,667 0.4%
Irrigation _ 12,294 791 13.4%
Total Non-SFR 56,981,765 62.3%
Total 91,461,178 100.00%

1.2 REVIEW OF REVENUE REQUIREMENTS

The City’s principal source of operating revenues is revenue from rates. The primary sources of
funding for capital improvements include water capacity fees, bond proceeds grants, loans, pay-
as-you-go revenues, and interest eamings.

The City estimates overall annual water Operation and Maintenance (O&M) expenditures in the
range of $279 - §308.2 million duning the study period from FY 2008 through FY 2011. This
includes water purchase costs ranging from $120 to $124 million for the same period. Existing
debt service on outstanding revenue bonds requires annual payments in the range of $52 to $56
million. For purposes of this analysis, the City is expected to issue additional debt of $538
million (this excludes the portion due to interim financing) in FY 2008 and FY 2010 combined,
which will add $25 million in annual debt service by FY 2011. The proceeds from these revenue
bond issues will help finance the water Capital Improvement Program (CIP) estimated at
approximately $600 million for the study period.

The total FY 2008 revenue requirements from the City’s retail users—which is generated by
totaling O&M, debt service, and cash-financed capital projects and deducting any revenue from
other non-rate sources—is estimated to be $287.4 million, of which approximately $219.8
million are operating costs. The remaining $67.6 million are capital-related costs related to debt
service and cash-financed capital projects. In order to meet projected revenue requirements and
to maintain desired operating funds, the following annual revenue adjustments are
recommended. These revenue requirements are used to develop the fixed meter charges and
commodity rates in a manner consistent with cost of service principles.

'FY2008 | FY2009 | FY2010 /| Fy201l

6.5% 6.5% 6.3% 6.5%
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1.3 COST OF SERVICE

Cost of service (COS) is a methodical process by which revenue requirements are used to
generate a system of fair and equitable costs in proportion to the service received for each user
class. The cost of service allocations conducted in this study are based on the base-extra
capacity method endorsed by the American Water Works Association (AWWA), a nationally
recognized industry group. The other method endorsed by the AWWA, the commodity-demand
method, is more suitable for agencies with a number of large wholesale customers. Under the
base-extra capacity method, revenue requirements are allocated to the different user classes
proportionate to their use of the water system. Allocations are based on average day (base),
maximum day peak (Max Day) usage, maximum hour peak (Max Hour) usage, meters and
services, billing and collection, and fire protection. Use of this methodology results in an
AWWA accepted cost distribution amongst customer classes and a means of calculating and
designing rates to proportionately recover those costs.

There is some flexibility in the design of the rate structure to meet the City’s pricing objectives
while being consistent with cost of service principles. In order to meet the City’s pricing
objective of revenue stability and to prevent the percentage of fixed revenue from dropping to an
undesirable level, capital costs related to peaking capacity were allocated to the meter charge
component of the monthly fixed charge. These costs represent the standby costs related to
providing peaking capacity in the system. This practice is consistent with cost of service
principles and accepted rate setting methodologies. The City’s projected fixed revenue for FY
2008 under existing rate structure is approximately $90.7 million. Under the proposed COS-
based rate structure, the fixed revenue is projected to be $63.7 million.

There are positives and negatives associated with the decrease in fixed revenue. Typically, a
larger percentage of fixed rate revenue results in greater revenue stability since a greater
percentage of total revenues are not influenced by fluctuations in consumption due to the
weather. At the same time, the decrease in fixed revenue will improve equitability concerning
cost recovery in that users who use limited amounts of water, and therefore place smaller
demands on the system, will pay lower bills. Figure ES-2 reflects the percentage breakdown of
fixed and variable revenue under City and the proposed COS rates for FY 2008. The remaining
years of the study should be consistent with these percentages. Any changes in consumption
patterns could potentially impact the rate revenue composition, but these deviations would most
likely be negligible with respect to revenue stability.
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Figure ES-2 — Rate Revenue Composition FY 2008
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1.4 RATE DESIGN

The City’s water rates, effective as of July 1, 2006, include fixed service charges and water
commodity rates as shown in Figure ES-2. The service charges are consistent across all user
classes and vary by meter size. Current service charges range from $15.87 per month for a 3/4
inch meter which is typically used by Single Family Residential (SFR, also referred to as Single
Family Domestic by the City) customers to $6,514.14 per month for a 16 inch meter used by
large industrial or wholesale customers.

The City has two main user classes: Single Family Residential, and all remaining customers.
The commodity rates vary by user class. SFR Customers are billed on a three-block increasing
rate structure. The remaining customers are charged a uniform rate of $2.003 per hundred cubic
feet (HCF) of water used. California-American Water Company (Cal-Am) and certain
Agricultural customers have contractually negotiated rates which will not be reviewed under the
scope of this study.

The rates presented in this Study incorporate AWWA recommended methodologies adapted to
meet the City’s specific characteristics and provide for a system of user charges that will enhance
the proportionate recovery of costs from the various user classes. Rates are designed to meet the
City’s pricing objectives consistent with cost of service principles.

1.5 STUDY RECOMMENDATIONS

This section of the Executive Summary outlines our observations and suggestions with respect to
changes which will enhance equity in the apportionment and recovery of costs. These changes
mclude modifications to user classifications, cost allocations, and water rates.
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- 1.5.1 Optional User Classification

The City’s existing user classification scheme is adequate to support a rate structure that fairly
and equitably recovers costs. However, the City may wish to consider establishing the following
user classes based on their peaking characteristics:

« SFR

«  Other Domestic (Multi-Family)
« Commercial and Industrial

» Irrigation and Construction

These customers' classes can then be charged unique cost of service based commodity rates that
more accurately reflect and recover the cost of serving these customer classes.

1.56.2 Rate Design Changes

Raftelis Financial Consultants (RFC) suggests the continued use of a rate structure that includes
both a fixed monthly service charge and a variable water usage charge. The proposed COS rates
have been designed to fairly and equitably recover the costs of providing water service to each
customer class in proportion to their use of the water system and are consistent with the
requirements of Proposition 218.

Service Charge: RFC suggests that the City continue to utilize a monthly service charge which is
consistent for all users of similar sized meters. The cost elements to be recovered in the service
charge include costs based on capacity such as;

» Maintenance of meters and services

- A portion of capital costs allocated to provide peaking capacity

- Public fire protection (hydrants) and costs that are independent of meter size such as:
+ Meter reading

« Customer billing and collection

The service charges for larger meters currently used by the City are higher than those derived
from the application of industry standards. RFC therefore suggests that the City consider
revising service charges 1o more proportionately recover its costs of providing service, A list of
the City’s projected 2008 rates and alternative COS service charges is shown in Table ES-2. The
reduced revenue from service charges results in slightly higher commeodity rates to maintain full
cost recovery. Use of proposed COS based service charges would result in a reduced bill for
some Single Family Residential (SFR) Customers, which would benefit low volume water users.
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Table ES-2 - Rate Alternatives

Service Charge

Meter 2007 2008 2008 2009 2010 2011
Size Existing City Proposed  Proposed Proposed  Proposed
inches $/month $/month $/month $/month $/month $/montih
5/8 15.87 16.90 15.18 16.17 17.22 18.34
3/4 15.87 16.90 15.18 16.17 17.22 1834

1 17.11 18.22 22.17 23.61 25.15 26.78
11/2 75.41 80.31 38.13 40.61 43.25 46.06
2 116.24 123.80 58.09 61.87 65.89 70.17

3 414.73 441.69 104.98 111.80 119.07 126.81
4 692.00 736.98 171.83 183.00 194.89 207.56

6 1,542.72 1,643.00 33746 359.39 382.76 407.63

8 2,081.78 2,217.10 537.01 571.92 609.09 648.68
10 2,793.63 2,975.22 770.49 820.57 873.91 930.71
12 3.892.44 | 4,145.45 1,435.00 1,528.28 1,627.61 1,733.41
16 6,514.14 6,937.56 249962  2.662.10 2,835.13 3,019.42

Commodity Rate .

Customer 2007 2008 2008 2009 2010 2011

Class Existing Citv Proposed  Proposed Proposed  Proposed

$/HCF SHCF $/HCF 3/HCF S/HCF $/HCF

SFR

0-7 1.731 1.844 2.262 2.409 2.566 2.732
7-14 2.163 2.304 2.461 2.621 2.791 2973
Over 14 2372 2,526 2.775 2.955 3.147 3.352

General Service
Other Domestics (MFR) 2.003 2.133 2.461 2.621 2.79 2.973
Commercial & Industrial 2.003 2133 2357 2.510 2.673 2.847
Temp. Constr. & Irrigation 2.003 2.133 2.524 2.688 2.863 3.049

Commodity Rates: The costs of water service not recovered through the service charges are
recovered in the commodity rates. RFC suggests the City consider implementation of separate
commeodity rates for Single-Family Residential; Other Domestic; Commercial and Industrial; and
Irrigation and Construction customer classes. Table ES-2 presents a summary of the City’s
projected 2008 and alternative rate schedules for FY 2008 and beyond.

Single-Family Residential Commodity Rate: Since SFR is more homogenous than other
customer classes, a tiered rate structure that equitably recovers costs of providing service and
promoting conservation can be designed relatively easily. RFC suggests that the City continue
utilizing its tiered rate structure for SFR customers. The lower rates for the first tier are justified
because smaller users typically put smaller demands on the system and are credited for a portion
of the capital costs allocated to peaking.
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All Other Customers’ Commodity Rates: For Other Domestics; Commercial and Industrial;
and Imgation & Construction customer classes, RFC suggests that the City implement the
different class-based uniform commodity rates shown in Table ES-2. These proposed rates
reflect the estimated peaking demands of each class and provide a greater correlation between
costs and revenues.

1.5.3 Rate Impact

The main objective of this Study is to present options that will result in a proportionate allocation
of costs to all user classes in proportion to the costs of serving these customers. The suggested
revisions to service charges and commodity rates are designed to meet that objective.

The cost of service analysis indicates that under the current (2007) system of rates and charges,
some users have been paying less for their proportionate demand for water services while others
have been contributing more. However, the differences between revenue and cost are small and
suggest that overall costs are being recovered in an equitable manner among customer classes.

This study reassigns revenue requirements among the various user classes to calculate the
proposed COS rates. Table ES-3 presents a comparison of the distribution of projected revenue
(FY 2008) and cost among customer classes. As you can see, revenues by class closely match
costs by class. The biggest difference between revenue and cost is in the SFR class, where 42.1
percent of revenue and 44.2 percent of costs are contributed by single family users. Table ES-3
indicates that based on COS, 2.16 percent more revenue should be recovered from SFR
cusiomers than under current rates. Less revenue should be recovered from other domestics,
commercial, industrial, temporary construction and irrigation customers.

Table ES-3 Projected Cost Distribution vs. Revenue FY 2008

Revenue Cost
Distribution Distribution

Line Under Existing Under

No. Customer Class Rate Structure  Proposed Rates Difference
1 SFR 42.1% 44.2% 2.16%
2 Other Domestics (MFR} 21.8% 21.1% -0.76%
3 Commercial 21.6% 20.6% -1.06%
4 Industrial 1.4% 1.4% -0.04%
5 Temp. Constr. 0.8% 0.5%. -0.27%
6 Irrigation 12.3% 12.2% -0.03%
7 Total 100% 100% 0.0%

The impacts discussed in this paragraph compare rates under the City 2008 and the proposed
COS based rate structures. Under the proposed COS-based rates, most large volume SFR users
will receive higher bills, while most low volume users will experience a reduction in monthly
bills. Higher volume SFR users will experience these increases due to the higher usage rates that
accompany and offset reduced service charges. At the same time, COS rates will encourage
conservation and provide low-volume users with material rate relief.” General Service customers
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will, depending on relative levels of water usage, receive bills which are higher, lower, or about
the same as under the 2007 rate structure due in large part to reductions in the meter based
service charge. While the suggested changes lead to increases in water bills for some large
volume users and decreases for others, they result in a cost recovery that is proportionate to use.

As stated, different customer classes will be impacted by the rate adjustments differently. An
analysis of the City’s customer meter size and water usage characteristics provides guidance in
understanding the impact of the rate adjustments.

Table ES-4 below shows the monthly bills given varying levels of usage for the relevant
customer classes under the four different scenarios: 2007 Existing, 2008 City, and 2008-2011
Proposed COS. User classes with identical rates were grouped together.

Table ES-4 — Monthly Bill Calculations
FY 07 FY 08 FY 08 FY 09 FY 10 FY 11

SFR - 3/4" Existing City  Proposed Proposed Proposed Proposed
HCF/Month $/Mo. $/Mo. $/Mo. S/Mo. $/Mo. $/Mo.
2 19.33 20.59 19.70 20.98 22.35 23.80
4 2.9 24.28 2423 25.80 2748 29.27
6 26.26 27.96 28.75 30.62 3261 34.73
8 30.15 32.11 3348 35.65 37.97 40.44
10 34.48 3a.72 38.40 40.89 43.55 46.38
12 38.80 41.32 43.32 46.13 49.13 52.33
13* 40.97 43.63 45.7% 48.76 51.92 55.30
14 43.13 45.93 48.24 51.38 3472 58.27
16 47.87 50.98 53.79 57.29 61.01 64.98
18 52.62 56.04 5934 63.20 6731 71.68
26 57.36 61.09 64.89 69.11 73.60 78.39
*Average Usage

The median monthly household income in the City is $5,173 (annual income of $62,085) as of
2005. A $45.78 water bill—the SFR bill assuming average usage and Proposed FY 08 rates—
represents less than one percent (1%) of monthly median household income. By EPA guidelines,
bills of less than two percent (2%) of median housing income are deemed affordable.

City of San Diego ’ 1-9
Waier Repori



Table ES-4 — Monthly Bill Calculations (cont.)
Other Domestic FY 67 FY 08 FY 08 FY 09 FY 10 FY 11

(MFR) 3/4" Existing  City  Proposed Proposed Proposed Proposed

HCF/Month $/Mo. $/Mo. §/Mo. $/Mo. $/Mo. $/Mo.
20 55.93 59.57 64.39 68.58 73.03 77.78
40 95.99 102.23 113.60 12099 12885  137.23
60 136.05  144.89 162.81 17340  184.67  196.67
80 176.11 i87.56  212.03 22581 24048  256.12
1060 21617 230.22  261.24 27822 29630 31556
120 236.23  272.88 31045 33063 35212 375.01
140 296.2%  315.55  3539.66  383.04 40794 43445
160 33633 358.21  408.87 43545 46375  493.90
180 376.41  400.88  458.08  487.86 519.57 55334
200 41647 44354 50729 . 54027 57539  612.79

Commercial/ FY 07 FY 08 FY 038 FY 09 FY 10 FY 11
Industrial - 11/2" Existing City  Propesed Proposed Proposed Proposed
HCF/Month $/Mo. $/Mo. $/Mo. $/Mo. $/Mo. $/Mo.

50 17556 186.97 155.98 166.12  176.91  188.41
100 27571 293.63 273.82 291.62 31058  330.77
150 375.86 400,29 391.67 41713 44424 473.12
200 476.01  506.95 509.52 34264 57781 61547
230 576.16  613.61 627.37 668.14 711,57  757.83
300 676.31 72027 745.21 793.65  B435.24  900.i8
350 776.46  826.93 863.06 919.16  978.90  1,042.53
400 876.61  933.59  980.91 1,044.67 1,112.57 1,184.39
450 976.76  1,040.25 1,098.75 1,170.17 1.,246.24 1,327.24
500 1,076.91 1,146.91 1,216.60 1,295.68 1,379.90 1,469.59

Temp. Const / FY07 FYO08 FY 08 FY 09 FYI1t FY1l
Irrigation - 2" Existing  City  Proposed Proposed Proposed Proposed
HCF/Month $/Ma. 3/Ma. $/Mo. $/Mo. $/Mao. $5/Mo.

200 516.84  550.43 562.84 59942 63839  679.88

400 91744 977.07 1,067.39 1,136.98 1,210.89 1,289.59
600 1.318.04 1,403.71 1.572.34 1.674.54 1,783.39 1,899.31
800 1,718.64 1,830.35 2,077.09 2,212,10 2,35589 2,509.02
1,000 2,119.24 225699 2581.84 274966 2932839 3,118.73
1,200 2,519.84 2,683.63 3.086.59 3,287.22 3,500.89 3,728.45
1,400 292044 3,110.27 3,591.34 35,824.78 4,073.39 4,338.16
1,600 3,321.04 3,536.91 4,096.09 4,362.34 4,645.89 4,947.87
1,800 3,721.64 3,963.55 4,600.84 4,899.89 5,218.39 5,557.58
2,000 4,122.24  4,390.19 5,105.59 543745 5,790.89 6,167.30
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Figure ES-3 shows a comparison of the monthly bills for SFR customers using 14 HCF of water
for the City and surrounding agencies. The chart reflects the City’s current rates. The City’s
current charge 1s below the average for the region. Because rates for surrounding agencies in
2008 are unknown to the City, it is difficult to make a similar chart reflecting the bills under the
City’s proposed rate increases.

Figure ES-3 — Monthly Bill Comparison

CWA Member Agency Water Rates
Monthly Bll Based on 14 HCF
as of July 1, 2005

Rainbow wwp [ 557.58
Clty af Dol Mar 356,74
Fallbrosk MWD
Ramona MWD
Vista impation Dist
Clwy of Excondide
Rincen Dal Diabl MWD
Valley Cnir. MWD
Sweatwater Auth,
Avaraga
Vallecitus Water Dist
City of San Dicgo
Padm Dam Western
Padre Dam Eastern
Qlivenhain MWD
San Dieguito Water Dist
Helix Water Dist
Yuima MWD
City of Dceansido
City of Poway
Otay Water Dist,
City of Carlsbad |
Santa Fe Irrl, Dist,

5 $10.00 $20.00 $30.00 $40.00 £50.00 $60.00 $70.00

1.5.4 Capacity Fees

Capacity (developer) fees are one-time fees used to recover some or all of the costs of providing
the system capacity required when a new user connects to the water system. Examples of such
costs include those related to increasing transmission and treatment capacity in treatment plants,
storage reservoirs, pumping stations, and water mains. If capacity fees are insufficient to fully
offset system capacity costs, shortfalls are offset using revenues derived from current system
users’ rates and charges.

The City currently charges $2,550 per dwelling unit or its equivalent. The water used by an
average SFR is equated to one equivalent dwelling unit (EDU) and equals 500 gallons per day
(GPD). Non-residential customers are charged based upon calculated usage or an inventory of
plumbing components that are assigned a number of “fixture units” which are converted to
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EDU’s using a conversion factor that equates 20 fixture units to one EDU. The minimum
capacity assigned to any user is one EDU.

The City has a comprehensive Capital Improvement Program (CIP) planned for the study period.
The CIP identifies the growth related and replacement portion of each project’s cost. The growth
related costs that benefit future users form the basis of the calculated capacity fee. The capital
costs the City has incurred prior to 2006 and the future costs to be incurred over the next eight
years were reviewed, the projects associated with these capital costs were examined, and the net
capacity available from these projects was determined in order to derive a full-cost-recovery
capacity fee. These projects include water supply, water mains, distribution mains, pumping
stations, treatment plant, and reservoirs costs, etc., yielding a capacity fee of $3,047 per EDU.

This fee represents the amount required to recover the costs associated with providing additional
facility capacity to new users and existing uwsers requiring additional capacity. The increase of
approximately $600 per EDU results primarily from an increase in capital expansion projects and
the high inflation in capital costs in the last few years. '
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SECTION 2: INTRODUCTION

2.1 BACKGROUND

The City is planning significant capital improvements over the next few years to meet regulatory
requirements and construct capital projects. To finance these capital projects the City needs to
borrow money from the capital markets. In anticipation of going to the debt markets to procure
the lowest cost funding, the City wants to conduct rate studies to ensure the financial viability of
the water enterprise and ascertain that the rates are fair and proportional to the cost of serving
customers.

The City retained Rafielis Financial Consultants (RFC) to conduct a comprehensive cost of
service and rate design study that could be utilized to evaluate and enhance the user charges for
the City’s retail water service to ensure that there is a proportionate recovery of costs from the
various user classes. This report documents the findings, analyses, and suggestions that are the
result of that effort.

The City owns and operates a water system that provides water to an approximately 1.3 million
people in the City of San Diego. The Water System provides service to residential, commercial,
and industrial customers as well as four wholesale customers: California-American Water
Company (Cal-Am), the City of Del Mar (Del Mar), and the Santa Fe and San Dieguito
Irrigation Districts. In addition to existing reclaimed water customers such as the City of Poway
and customers within the City, the City has an agreement to sell to the Otay Water District. The
City operates the water system as a self-supporting enterprise, with revenues and expenditures
accounted for separately from its other enterprise and General Fund activities.

2.2 OBJECTIVES

Several objectives should be considered in the development of a financial plan and in the design
of rates. The major objectives of the study were:

« Ensure Revenue Sufficiency to meet the operation and maintenance (0&M) and capital
needs of the City’s water enterprise

» Plan for Revenue Stability to provide for adequate operating and capital reserves and the
overall financial health of the water enterprise

» Maintain investment grade Financial Ratings so that debt issuance can be achieved at the
lowest cost to ratepayers

- Provide for Fairness and Equitability in the development of a system of user charges

»  Minimize Rate Impacts to reduce financial hardship on user classes and individual
members of those classes

- Maintain simplicity for ease of administration and implementation as well as customer
understanding and acceptance.

Some of these objectives are interrelated. This being the case, judgment plays a role in the final
design of rate structures and rates.
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2.3 SCOPE OF THE STUDY

The scope of this Study results in the development of cost based water user rates and capacity
fees through a comprehensive cost of service and rate design study process. The comprehensive
cost of service (COS) and rate design effort make up the first three major processes and the
capacity fee development makes up the fourth. Figure 2-1 provides a graphical representation of
the various steps involved in the comprehensive cost of service and rate design process. The
four major processes are as follows:

- Financial Planning: User and usage data from the most recent fiscal year is compiled.
The single family residential usage in the different rate tiers is analyzed to determine
revenues that will be collected from this class. Operating and capital costs are compiled
and revenue requirements are projected for a four-year period from FY 2008 through FY
2011. Financial planning involves estimation of annual O&M and capital expenditures,
annual debt service and reserve requirements, operating and capital revenue sources and
the determination of required annual user revenues from rates and charges.

» Cost of Service Analysis: Cost of Service Analysis involves identifying and apportioning
annual revenue requirements to the different user classes proportionate to their demand
on the water system.

- Rate Design: Rate Design involves the development of a fixed and variable schedule of
rates for each of the different user classes to proportionately recover the costs attributable
to them. This is also where other policy objectives can be achieved, such as discouraging

- wasteful water use.

+ Capacity Fee Development: The capacity fee development component includes the
determination of water infrastructure capacity, the associated costs required to
accommodate new growth, and the design of one-time capacity fees for new users.
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Figure 2-1 — Cost of Service / Rate Design Process

WATER COST OF SERVICE / RATE DESIGN PROCESS

' '_R_evie_w Define |
S Revenue Requirements User Classes and
Financial  lerep 4, and Determine - - Estimate User Class
Planning Revenues Required . Accounts and Usage
from Rates. “byClass

STEP2 | RevenueRequirements
'.':Cbl‘n'ﬁbnehts"éég'.'-BaSé,if'M
Cost of Service STEP 3:
STEP 4:
Rate
Design STEP 5:

2.4 ASSUMPTIONS USED IN THE STUDY

The following assumptions are used in the study:

1. Annual O&M and capital expenditures, other revenue sources and reserve requirements,
O&M inflation factors and user account growth projections are all based on the City’s
Fiscal Year 2007 rate case. The RFC rate model assumes that the unit price of purchased
water will remain the same throughout the forecast period, based on the assumption that
any CWA price increases will be passed through to customers as they occur, consistent
with applicable provisions of the Municipal Code.

3]

Annual water system accounts and volume data used in the Study are based on data from
the Customer Information System provided by the City.

3. Hydraulic capacity ratios are based on rated capacity of meters as indicated in 4 WA M6
Water Meters - Selection, Installation, Testing and Maintenance.

This Study report includes six sections in addition to the Executive Summary and the
Introduction. A brief description of each section follows.
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Section 3 describes the water system and 2007 rates for the various types of customers. In
addition a description of confractual agreements between the City and various wholesale
water providers is included.

Section 4 describes the existing and suggested user classifications.

Section 5 includes a discussion on water system revenues and expenditures, capital program
financing including debt service, required annual revenue adjustments and the determination
of annual revenues required from user rates.

Section 6 includes a detailed discussion on the Cost of Service. This includes allocation of
costs to water parameters and the determination of unit costs.

Section 7 presents a discussion on alternative rate structures. This section also includes a
detailed discussion on the merits of alternative rate structures and the expected impact on the

different user classes.
Section § describes the methodelogy used in determining capacity fees for a single family
residence. '
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- SECTION 3: WATER SYSTEM

This section of the report presents a brief overview of the system, the relationship between the
City and its wholesale customers that receive service from the City, and 2007 retail rates.

3.1 WATER SYSTEM

This is a brief description of the City’s water system and the relationship between the City and
wholesale customers that receive service from the City.

3.1.1 Water System Infrastructure

The City-owned water system provides water storage, potable, raw, and recycled water to
approximately 270,000 retail and several wholésale customers at the start of FY 2007. Potable
water is currently supplied by three water treatment plants with a combined rated capacity of 294
MGD. Supplemental treated supplies from CWA are used to meet peak demands in excess of
this capacity. Upgrades to all three plants will increase future rated capacity to 455 MGD,
thereby reducing the need for purchased treated water and providing capacity for customer
growth.

In addition to the treatment plants, the water system also includes nine raw water storage
facilities, 29 treated water storage facilities and more than 3,460 miles of transmission and
distribution lines. A brief description of some of the major facilities is provided below.

Alvarado Water Treatment Plant (AWTP). The AWTP was originally constructed in 1951 with a
capacity of 66 MGD. In the mid-1970’s, it was expanded to 120 MGD and is currently
undergoing further expansion. The AWTP is located next to Murray Reservoir near Interstate 8
and serves the general area from National City to the San Diego River. The Capital
Improvement Program includes another upgrade to 200 MGD by 2011.

Miramar Water Treatment Plant (MWTP): The MWTP was originally constructed in 1962 with a
rated capacity of 140 MGD. MWTP is located next to Miramar Reservoir off Interstate 15 and is
still rated at 140 MGD. The MWTP serves the general area north of the San Diego River. The
Capital Improvement Program includes an upgrade to the plant that will increase its rated
capacity to 215 MGD by 2008.

Otay Water Treatment Plant (OWTP): The OWTP was originally constructed in 1940 and is
currently rated at 3¢ MGD. The OWTP serves the general area along the Mexico border and
portions of south central San Diego. The Capital Improvement Program includes an upgrade to
the plant that will increase its rated capacity to 40 MGD by 2011.

Raw Water Reservoirs: The City averages less than 10 inches of rainfall per year. This limited
precipitation recharges the local reservoirs. The Water Department maintains and operates nine
local raw water reservoirs with a combined accessible capacity of 382,400 acre-feet (AF).
Lower Otay, Barrett, and Morena Reservoirs (137,700 AF) service the OWTP. El Capitan, San
Vincent, Sutherland and Lake Murray Reservoirs (237,500 AF) service the AWTP, and Miramar
Reservoir (7,200 AF) services the MWTP. The ninth reservoir, Lake Hodges (33,600 AF), is not
connected to the City’s water treatment facilities. These facilities maintain minimum storage
levels sufficient for approximately 7 months demand at restricted usage levels. The City
purchased approximately 200,000 AF during 2006, of which approximately 12 percent was
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treated. As populations increase water purchases from CWA will increase and the City will be
able to utilize increased treatment capacity to minimize potable water purchases.

Water Delivery: The system contains over 3,400 miles of pipelines ranging in size from 4 inches
in diameter to pipes big enough for most professional basketball players to walk in (84”). The
system utilizes 45 pump stations to maintain pressure in 90 different pressure zones to provide
service to the City’s customers.

3.2 RATE STRUCTURE

The City’s water rate structure for all retail user classes includes a fixed service charge and a
commodity rate. While the service charge is charged to each water meter and varies with meter
size, the commodity rate is applied to a customer’s water usage. The City’s FY 2007 rates for
the various user classes are shown in Table 3-1.

3.2.1 Service Charges

The FY 2007 service charges are shown in Table 3-1 below. The typical SFR user has a 5/8 inch
or 3/4 inch meter and pays $15.87 per month. Customers with larger demands need larger
meters. Larger meters are more expensive to maintain and replace, so under AWWA
methodology larger meters are charged higher monthly service charges. The City’s current
service schedule shows larger meters being charged significantly more than smaller meters when
compared to the AWWA methodology as determined by the ratios of the meter capacities. For
example, an eight inch meter has a capacity of 1,600 gpm compared to 30 gpm for a 3/4-inch
meter. The ratio of the capacities is 53.3. The ratio of the charges is 131.1 which is significantly
higher than the 53.3 hydraulic capacity ratio. Refer to Appendix A for further exp[ananon of
meter capacities.

Table 3-1 - Summary of 2007 Rates

Service Charge Commodity Rate
Meter 2007 Volume 2007
Size Existing Customer Class Block Existing
inch $/month HCF $MHCF
5/8 13.87 Single Family Residential
3/4 15.87 Block 1 0-7 1731
1 17.11 Block 2 g-14 2.163
1172 75.41 Block 3 Over 14 2.372
2 116.24
3 414.73 Other Domestics  All Volume 2,003
4 692.00 Commercial All Volume 2.003
6 1.542.72 Industrial All Volume 2.003
8 2,081.78 Temp. Consir. All Volume 2.003
10 2,793.63 Iirigation All Volume 2.003
12 3.892.44
16 6,514.14
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3.2.2 Commodity Rates

The City currently has separate commodity rates for Single Family Residential (SFR) customers.
The remaining retail customers (Other Domestic, Commercial, Industrial, Temporary
Construction, and Irrigation) are billed under the same uniform commodity rate.

SFR customers are billed on a three-block increasing rate structure. SFR customers using 7
hundred cubic feet (HCF) or less per month are billed 1.731 per HCF. SFR customers using up
to 14 HCF per month are billed $1.731 per HCF for the first 7 HCF and $2.163 for each HCF up
to 14. For SFR customers using more than 14 HCF per month, all usage over 14 is billed at
$2.372 per HCF. The rate for each unit of consumption within each block increases as customers
move from block 1 through to block 3; hence the name three-block increasing rate structure.

All other retail customers are charged a uniform rate of $2.003 per HCF for all consumption.
Since customers are so diverse, it is difficult to design multi-block rates that will equitably
accommodate large and small customers so it is common in the industry to use a uniform rate.
Despite the fact that these customers are billed at the same rate, we have tracked their costs
separately by defining them as separate customer classes as explained in the next section.
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SECTION 4: USER CLASSIFICATION

One of the major tasks in the cost of service and rate design process is the classification of the
users of the water system and the determination of annual demand and peaking factors associated
with each class. The classification of the City’s users is discussed in this section of the report.

41 WATER USER CLASSIFICATION

Since the focus of this Study is the City’s retail users, discussions on water user classification
relates exclusively to the users within the City’s service area. A review of the City’s existing
user classifications and altemnative user classes is presented in the following subsections.

4.1.1 Existing City User Classifications

The City currently serves a population of nearly 1.3 million within the City’s service area. In an
1deal scenario, a utility with unlimited resources and perfect information could calculate and
implement unique rates for every customer based on each customer’s individual usage patterns
and their unique costs. However, since in the real world it is costly and time prohibitive to
separately track each customer’s demands and costs, utilities group customers with similar
characteristics into categories or user classifications so rates can be effectively calculated and
implemented to recover utility costs in an equitable manner. The breakdown of the City’s water
user classes and the number of meters associated with each class at the start of FY 2007 are as
follows:

User Class Description Number of Meters

Single Family Domestic (SFR) 217,625
Other Domestic (MFR) 29,329
Commercial 15,273
Industrial 243
Temporary Construction 777
Irrigation 7.421
Total 270,678

These are the classes that can be identified and isolated with the existing data in the City’s billing
systemm. The percentage distribution of the accounts is shown in Figure 4-1. Residential
accounts (SFR and MFR) comprise over 91 percent of the total water user accounts serviced, and
represent 56 percent of the water usage as shown in Figure 4-2. Note that some of the Single
Family, Multi-Family, Commercial, and Industrial accounts have been classified as Irrigation as
discussed below.

Residential Classification: The City’s residential users are classified into SFR and Other
Domestic classes. SFR refers to individual dwelling units served by a separate meter, whereas
Other Domestic encompasses multi-family dwellings such as apartment or condominium
complexes, in which two or more dwelling units share the same meter. These residential classes
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are assumed to be homogenous in water usage and therefore are assigned the same peaking
factors. However, usage and peaking will vary among the individual customers.

Figure 4-1 — Projected Distribution of Water User Accounts
(Fiscal Year 2007)

Other
— Domestics
10.8%

Commercial
5.6%

irrigation &
Construction
3.0%

Industrial
0.1%

Figure 4-2 — Projected Distribution of Water Usage
(Fiscal Year 2007)

Other
Domestics
21.0%

Commercial
22.7%

- _Irrigatib_n &
. Gonstruction.
42,0%

Industrial
1.7%

\\_Cnntractual
6.5%

Commercial/Industrial Classification: Commercial and Industrial user classes are comprised
of a diverse group of customers. The commercial and industrial user classes are essentially
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“catch-all” categories. All customers that haven’t been otherwise classified are put into these
categories. These customers are treated equivalently in cost calculations and are assigned the
same peaking factors. These customers also typically have lower peaking factors than residential
customers.

Irrigation: The City does not currently recognize “Irrigation” as a user class. However, there is
sufficient data to separate these users into such a class. For purposes of Study analysis, such a
class was created by separating the SFR, Other Domestic, Commercial, and Industrial accounts
that are used solely for irrigation into a new class. Throughout the Study we have assumed that
these Irrigation accounts are a separate user class for cost allocation and recovery purposes.

Temporary Construction: Temporary construction refers to meters that are placed on fire
hydrants during construction in order to provide water to the construction site until a permanent
metered service is installed. However, since the data is available, we have tracked these users as
a separate class. Costs for these customers are usually higher than the average customer because
administering a transient meter is more difficult than a fixed meter that is read by the same meter
reader in the same place just as mass production is cheaper than unique production.

[rrigation & Construction users typically have high peak demands. This means that relatively
large amounts of water are used in short periods of time when compared to average usage. Peak
usage is more costly to deliver than constant usage because it requires more pumping and larger
capacity facilities to produce and deliver the water demanded in a short time span.

4.1.2 Optional User Classifications

Based on peaking charactenistics-of different customer classes RFC recommends that customers
be classified as the follows:

° Single Family Residential

° Multi-family Residential or Other Domestic
° Commercial and Industrial
° Irrigation and Construction

The justification for creating new user classes is to track costs and design separate rates for these
customers as a means of increasing equity among ratepayers. The City currently has the data
available to create new user classes and establish associated rates, The City currently has
classified customers as SFR, Other Domestic, Commercial, Industrial, Temporary Construction,
Irrigation, Agricultural and Wholesale user classes. Since all customers except SFR pay the
same rate, they are essentially being treated as one user class, which could be referred to for
discussion purposes as General Service. Agricultural and Wholesale user rates are established
contractually so they are outside the scope of this rate study.

Residential customers, including SFR and Other Domestic are estimated to have similar peaking
characteristics. However, since only SFR rates are tiered, they are separated into SFR and Other
Domestic classes. Commercial and Industrial customers are estimated to have similar peaking
characteristics and can be included into another class because they have lower peaking
characteristics than residential customers. Temporary Construction demand characteristics are
similar to those of Irrigation; both customers have higher peak demands than the other classes,
therefore it is reasonable to consider creating a separate user class for them. This class is
referred to as Irrigation & Construction.
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Customers other than SFR vary considerably in size which makes it impractical and potentially
inequitable to place them on a fixed multi-block rate structure, If such a multi-block rate
structure is used, small customers would likely remain in the bottom block paying at the lowest
rate, while large customers that may use water more consistently (and therefore cost less to serve
than customers having higher peaking factors) would pay for the bulk of their water at the higher
rates. Therefore tiered rates are not generally developed for these customers.

To maintain faimess and equitability, rates should be higher for customers with higher peak
usage. This is the justification for a separate rate. For example, if Irrigation & Construction
customers are charged a rate commensurate with the higher cost of providing them with service,
doing so would reduce the burden on other customers and avoid potential cross-class
subsidization.

Conservation inducement is the ultimate reason for creating an Irrigation user class. Non-
agricultural irrigation is frequently discretionary in nature. This means that, in a time of
shortage, irrigation is essentially a luxury. It is useful to track discretionary use separately in
case mandatory reduction is needed, for example, in the case of a drought. Reduction in
discretionary usage results in fewer detrimental effects than reduction in other types of usage.
Therefore, if, during a drought, irrigation customers are identified separately, they can be
targeted for conservation through conservation rates or programs. This can help reduce the need
to cut back on other types of usage that can more severely impact the local constituents and
economy.
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SECTION 5: REVENUE REQUIREMENTS

A review of a utility’s revenue requirements is a key first step in the rate design process. The
review involves an analysis of annual operating revenues under 2007 rates, capacity fee
revenues, operation and maintenance (O&M) expenses, capital expenditures, transfers between
funds, and reserve requirements. This section of the report provides a discussion of the projected
revenues, O&M and capital expenditures, capital improvement financing plan, debt service
requirements, and the revenue adjustments required to ensure the financial stability of the water
enterprise. The water system revenues and expenditures are discussed from a City perspective
and the discussion on required revenue adjustments relates exclusively to the City’s users.

5.1 SYSTEM REVENUES

The City’s Water Department operates the water system. The City derives its required annual
operating and capital revenues from a number of sources. The principal sources of operating
revenues from rates are the water service charges from the City’s users which are expected to
grow from $279 million in FY 2007 to $370 million by FY 2011. These revenue estimates
include 6.5 percent annual rate increases in FY 2008 through FY 2011, but do not include pass
through rate revenues. Other revenue sources include miscelianeous operating revenues such as
reclaimed water sales, service charges, and other non-operating revenues including revenue
transfers from the rate stabilization fund. Capital revenue sources include water connection fees,
capacity fees, capital funds, bond proceeds, grants and loans, and interest eamings.

Reclaimed water revenues are expected to increase from $4 to $9.5 million over the study period
due to new customers and increased demand from existing customers. Reclaimed revenues will
continue to supplant revenues from potable water service charges as existing customers convert
from potable to reclaimed water supplies. Revenues will also be lost as customers convert to
reclaimed water since reclaimed water is priced below potable water. Reduced water purchases
will further offset the revenue losses of conversion to reclaimed.

RFC reviewed the various sources of operating and capital revenues and the City’s financing
plan. Table 5-1 presents the details of the operating and capital related revenues. The table
however does not reflect other available sources of funds such as bond proceeds and capital grant
funds. Capacity revenues are based on proposed capacity fees. The comprehensive operating
and capital flow of funds statements presented at the end of this section includes all these other
revenues.
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Table 5 - 1 Summary of Water Revenue

Line Estimated Projected
No. Descripiion 2007 2008 2009 2010 2081
b 5 $ % 5
Revenue from Rates
1 Revenue Under Existing Rates 278,601,800 280,955,700 282,626,200 284,666,200 287,281,900
2 Revenue from Rate Increases - 18,262,100 37,935,500 59,196,200 82,296,500
3 Total Revenue from Rates 278,601,800 289,217,800 320,561,700 343,862,400 369,578,400
Other Operating Revenues
4 Reclaimed Revenue 4,012,000 7,013,382 7,832,539 8,304,302 9,472,200
5 Fire Service and Auto. Sprinkler Svc. 1,493,333 1,498,111 1,503,815 1,498,420 1,500,113
6 Backflow Charges 482,333 470,111 470,148 474,198 471,486
7  Service Charge 1,375,000 LA40E, 125 1,427,746 1,454,874 1,482,316
8 Subtotal Other Operating Revenues 7,362,700 10,382,700 1£,234,200 14,751,800 12,926,300
Miscellaneous Revenues
¢ Land and Building Rentals 4,252,000 4,332,788 4,415,111 4,498 998 4,584 479
10 New Water Services 2,402,000 2,447,638 2,494,143 2,541,332 2,589,821
11 Services Rendered to Others 10,762,382 10,966,867 11,175,238 11,387,567 11,603,931
12 Other Revenue 393,813 401,293 408,920 416,690 424,607
13 Lakes Recreation [.340,611 31,300 31,895 32,501 33.118
14 Subtotal Miscellaneous Revenues 19,150,806 18,179,900 18,525,300 18,877,300 19,236,000
15 QOther Income
16 Damages Recovered 290,200 205,714 301,332 307,058 312,892
I7 Sale of Land 3213413 115,000 113,000 113,000 113,000
18 Subtotal Other Income 3,503,613 410,714 416,332 422,038 427,892
19 Iaterest Incomie 8,744,400 21,201,700 13,548,700 22,393,200 15,716,000
Capacity Charge Revenug
21 Capacity Charges 12,457,000 14,291,979 14,452,666 14,575,633 14,406,520
22 Total Revenues 329,820,319 363,684,792 378,738,898 411,862,391 432,291,111

5.2 SYSTEM EXPENDITURES

For sound financial operation of the City's water system, the revenues generated must be
sufficient to meet the revenue requirements or cash obligations of the system. Revenue
requirements include water purchase costs, O0&M expenses, capital improvement program (CIP)
expenditures, principal and interest payments on existing debt, and other obligations.

For the purposes of this study we have divided capital projects into two distinct categories:
Replacement and Expansion. Replacement capital projects are projects that will improve or
replace existing facilities that serve existing customers. Expansion capital projects are projects
that will increase the capacity or ability of the system to provide service to new customers.
Projects are categorized in this manner because capacity charge revenues are reserved for
expansion related costs and therefore cannot be used for Replacement projects. This type of
accounting ensures compliance with California Government Code Sections 66000 et seq.,
commonly referred to as “AB 1600.” Section 8 explains this in more detail.

5.2.1 Operation and Maintenance Expenses

O&M expenditures inciude the cost of operating and maintaining water supply, treatment,
storage, and distribution facilities. O&M expenses also include the costs of providing technical
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services such as laboratory services and other administrative costs of the water system such as
meter reading and billings. These costs are a normal obligation of the system, and are met from
operating revenues as they are incurred. The comprehensive forecasted annual O&M
expenditures for the study are based upon the City's budgeted FY 2007 expenditures, adjusted for
changes since the budget was developed and for anticipated changes in operations and the effect
of inflation in future years. The City conservatively uses an inflationary factor of four percent in
projecting all O&M expenditures, except for Salaries and Wages. Salaries and Wages are
increased by 4% in FY08 but are not increased thereafter. Projected O&M expenditures for the
study period are detailed in Table 5 -2.

Table 5 - 2 Summary of Operating Costs

Line Budpet Year Projected
No. Description 2007 2008 2009 2010 2011
b § 5 b b

1 Water Purchase Costs 125,340,073 120,025,426 121,027,939 122,276,807 123,612,021
2 Administration 16,040,642 17,638,691 18,245,734 19,531,784 20,216,367
3 Customer Support 32,627,635 35,878,164 37,112,926 39,728,828 41,121,312
4 Water Operations 73,207,771 88,063,275 90.476,588 100,489,521 103,370,233
5 Engineering And CIP Management 8,863,795 9,746,851 10,082,293 10,792,943 11,171,232
6 Water Policy And Strategic Planning 6,952,380 7,643,011 7,908,118 8.465.521 8,762,235
7 Total O&M 263,032,296 278997419 284,853,598 301,285,404 308,253,399

Water Purchases are tracked separately and vary from $120 million to $124 million in 2008
through 2011. Inventories are assumed to remain at current levels in the same period which
allows for simplified forecasting. Water purchase costs are forecast to increase at an average of
0.9 percent over the study period compared to an anticipated 4 percent average increase in other
operating costs. This can be attributed to the fact that conservation efforts and the reclaimed
water program will partially offset the demand for additional potable water supplies. The unit
price of purchased water is assumed to remain the same throughout the forecast period, reflecting
the CWA price increases which go into effect in January, 2007. It is assumed that future CWA
price increases will be passed through to customers as they occur, consistent with applicable
provisions of the Municipal Code.

The operating financial plan is presented after discussion of the capital financing plan because it
has impacts on the revenue requirements from rates.

5.2.2 Water Capital Improvement Program

The City has developed a comprehensive water Capital Improvement Program (CIP) to address
cwrent and future water system needs. As Table 5-3 indicates, the total estimated water CIP for
the study period of FY 2008 to FY 2011 is $585 million. These projected costs include a four
percent annual inflation factor due to anticipated increases in construction costs over time. This
inflation rate is a conservative estimate and ensures that the City has adequate resources reserved
to complete the necessary projects. '

City of San Diego 5.3
Water Report



Table 5 - 3: Summary of Projected Capital Improvement Program

Line

No. Description 2008 2009 2010 2011
1 Water Treatment Plants 71,312,495 47,600,699 29,499,980 3,389,671
2 Transmission Pipelines 9,782,916 17,109,888 4,620,633 38,476,636
3 Distribution Lines 31,200,000 43,280,000 45,102,614 46,933,049
4 Pump Stations 7.317.320 4,111,657 525,318 752,632
5 Treated Water Reservoirs 3.842.219 22,890,797 36,739,879 13,913,634
6  Reclaimed Water Facility 5.147.718 5,799,238 637,745 300,000
7  Miscellaneous 6,104,298 2,302,466 1,795,162 1,162,724
% Contingencies 6,251,250 6,208,946 3,127,047 3,087,750
9  Raw Water Reservoirs 1,748,221 5,081,715 10,060,136 23,641,411
10 Program Managerment 4,000,000 4,000,000 4,000,000 4,000,000
11  Total 154,706,437 158,385,406 136,108,514 135,857,527

5.2.3 Major Capital Improvement Financing Plan

The CIP is to be funded through a combination of system revenues and bond financing. The CIP
funding sources include the following:

Svstem Revenues: Capital Financing:
Capacity charges Bond proceeds
Pay-as-you-go revenues Grant receipts and Contributions

Interest earnings

The City has distinguished between repair and replacement and expansion CIP costs to properly
apply revenue sources. New customers will benefit from capacity created by expansion projects.
These projects will be funded by capacity charges and bond proceeds. Capacity charge revenues
will range from $14.3 to $14.4 million over the study period of FY 2008 through FY 2011 at
increased capacity fee levels, as detailed in Section 8.

Table 5-4 presents the proposed CIP financing plan to finance major CIP replacement projects
over the four-year period from FY 2008 to FY 2011, and Table 5-5 presents the proposed CIP
financing plan for major CIP expansion projects.
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Table 5 -4:

Line
No, Description

Sources of Funds

Uses of Funds
12 CIP - Repair & Replacement

13 Capital improvemen( Encumbrances

14 Cominuing Approprintions
15 Subtoial CIP

I¢  Short Term Financing Repayment

£7 Bond Proceed Deductions
18 Total Uses of Funds

Fund Balance
19 Net Angival Cash Balance
20 Beginning Fund Balance

21 Cumulative Fund Balance

City of San Diego
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Replacement Capital Financing Plan

1 Transfer from Operating Fund

2 Prior Year Encumbrances Cancelled
3 Continuing Appropriations

4 Proposed Revenue Bond

3 Proposed Revenue Bond to Replacement
& Short Term Financing

7 SRF Loan Receipts

8 Granis Receipts

g Grants Receivable/Reimbursable

10 Contribution in Aid

11 Total Sources of Funds

Estimated Projected
2007 2008 2009 2010 2011
3 $ $ % $
23,202,300 14,971,700 23,550,800 11,011,200 51,431,600
2,000,000 1,000,000 1,040,000 1,000,000 1,000,000
60,451,376 39,001,500 66,734,500 30,768,300 43,870,100
187,712,053 - 193,390,120 -
30,795,171
2,456,000 1,000,000 350,000 - -
{272,000 (1,050,000} (550,000} - (5)
75,000 - - - -
1i8,747,847 262,635,653 93,285,300 256,169,620 96,301,695

33,435,999 74,924,275 104,395,921 105,732,873 96,332,728
50,661,557 38,394,148 42427951 35,526,719 59,436,096
8,340,381 8,340,381 8,340,381 8,340,381 8,340,381
92,437.937 141,658,804 155,164,254 149,602,573 164,109,203
31,395,076
- 27,209,151 - 39,290,801 -
§2,437,937 200,263,631 155,164,254 188,893,773 164,108,205
26,269,908 62,372,022 (61,878,954} 67,275,847 (67,807,510}
(26,204,800) 63,109 62,437,131 358,177 67,834,024
65,109 62,437,131 558,177 £7,834,024 26,514
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Table 5 - 5: Expansion Capital Financing Plan

Line Estimated Projected
No. Description 2007 2008 2009 2010 2011
h b 5 b b
Sources of Funds
1 Capacity Charges 12,457,000 14,201,979 14,431,666 14,575,633 14,406,520
2 Proposed Revenue Bond 147,012,947 - 66,764,880 -
3 Short Term Financing 26,204,829
4 SRF Loan Receipts - - - - -
5 Grants/Contributions 1,887,000 - - “ -
6 Loan from Operating Fund 0 0 30,000,000 0 60,100,000
7 Interest Income 617800 7094500 836600 47463500 756500
g Total Sources of Funds 41,166,629 168,399,426 45,289,266 86,087,013 75,263,020
Uses of Funds
9 CIP - Expansion 28452015 79.782,162 53,989,485 30,375,641 39,524,799
10 Subtetal CIP 28,432,015 79,782,162 33,989,485 30,373,641 39,524,799
11 Short Term Financing Repayment 26,715,824
12 Bond Proceed Deductions - 21,309,753 - 13,564,337 -
13 Debt Service Payment 17.844,082 23,506,831 28,510,028 36,158,955 41,939,785
14 Total Uses of Funds 46,296,097 151,314,570 82,499,513 80,099,123 81.484.585
Fund Balance
15 Net Annual Cash Balance (5,129,468) 17.084.856  (37.210,247) 5,987,890 (6,221,565)
16  Beginning Fund Balance 26,204,829 21,073,362 38,160,218 949971 6,937,861
17 Cumnulative Fund Balance 21,075,362 38,160,218 946,971 6,937,861 716,295

5.2.4 Debt Service Requirements

Debt service requirements consist of principal and interest payments on existing debt. The City
currently has debt service obligations associated with the outstanding 1998 Certificates of
Undivided Interest, and 2002 Subordinated Water Revenue Bonds. Existing and anticipated debt
service, including interim financing requirements, results in annual payments in the range of $53
to $81 million.

5.2.5 Debt Service Coverage

The City must meet debt service coverage requirements on its outstanding bond issues.
Coverage requirements typically vary between 1.0 and 1.60 or higher. The 1998 Certificates of
Undivided Interest, which are parity obligations, stipulate that the City’s Adjusted Net System
Revenues shall amount to at least 1.20 times the Annual Debt Service on all Parity Obligations
Outstanding. The System Revenues include funds derived from the ownership and operation of
the system including water service charges from the City’s users, reclaimed revenue, service
charges, capacity charges, revenues received from contracts, and transfers from the Rate
Stabilization Fund or Secondary Purchase Fund to pay for O&M of the Water System. Annual
Debt Service includes annual principal and interest payments on outstanding bonds.
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5.2.6 Reserves

The City requires adequate cash reserves to meet operating, capital, and debt service
requirements. Debt service reserves or restricted reserves provide protection from defaulting on
annua] debt service payments in times of financial difficulty. One year of debt service payments
is required in reserve, so each time the City issues new bonds, additional proceeds are added to
the restricted reserve. The current reserve is $40.7 million and will be increased in FY 2008 and
FY 2010 by $23.5 million and $18.7 million, respectively, in order to maintain adequate
reserves.

Operating reserves may be used to meet ongoing cash flow requirements as well as emergency
requirements. Typically, a balance in the range of 10 to 50 percent of annual operating expenses
is considered appropriate. This represents one to six months of working capital. The City
currently maintains a minimum 45-day operating reserve, but has recently decided to move
toward a minimum 70-day operating reserve. The minimum operating reserves are shown in
Table 5-6. Interest from reserve funds may be used to finance operations.

The City also has other reserves. The Secondary Purchase Reserve is similar in function to the
operating reserve. The Secondary Purchase Reserve is a reserve for water purchases. It is set at
6 percent of total water purchases in order to ensure that enough revenue is on hand to purchase
water if local supplies are deficient. Finally, the Rate Stabilization Fund is essentially a reserve
in that 1t can be used to supplement operations revenues and maintain the debt coverage in times
of need.

5.3 PROPOSED REVENUE ADJUSTMENTS

The pro forma operations statement or cash flow summary presented in Table 5-6 provides a
basis for evaluating the timing and level of water revenue increases required to meet the
projected revenue requirements for the study period. In order to meet projected revenue
requirements and to maintain desired operating and debt reserve fund balances, the following
revenue adjustments are recommended:

Effective Date Increases
July 1, 2008 6.5 percent
July 1, 2009 6.5 percent
July 1, 2010 6.5 percent
July 1, 2011 6.5 percent
City of San Diego 5.7
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Line
No.

1

13
14
15
16
17

18

31

32
33
34

35

36
37

Table 5 — 6: Operating Financing Plan

Estimated Projected
Description 2007 2008 2009 2010 2011
) $ 8 b3 s
Revenue
Revenue Under Existing Rates 278,601,800 280,955,700 282,626,200 284,666,200 287,281,900
Additional Revenue Required:
Yeor Percent Months Effective
2007 0.0% 12 0 0 0 0 0
2008 6.5% 12 18,262,100 18,370,700 18,503,300 18,673,300
2009 6.5% 12 19,564,800 19,706,000 19,887,100
2010 6.5% 12 201,986,900 21,179,700
2011 6.5% 12 22,556,400
Total Revenue From Rates 278,601,800 299,217,800 320,561,700 343,862,400 369,578,400
Reclaimed Revenue 4,012,000 7,013,382 7,832,539 8,304,302 G.472,200
Fire Service and Aulo. Sprinkler Sve. 1,493,333 1,498,111 1,503,815 1,498,420 1,500,115
Backflow Charges 482333 470,111 470,148 474,198 471,486
Service Charge 1,375,000 1,401,100 £,427,700 1,454,900 1,482,500
Non-Operating Revenue
Miscellaneous Revenue 19,150,806 18,179,900 18,525,300 18,877,300 19,236,000
Other Income 3,503,613 410,714 416332 422,058 427,892
Rate Stabilization Fund Transfer 0 0 ¢ 0 0
Transfer from Expansion Fund 17,844,082 23,506,831 28,510,028 36,154,935 41,959,785
Interest Earnings 8,126,500 14,107,300 12,712,100 17,646,600 14,959,500
Tatal Revenue 334,589,468 365,805,249 391,959,662 428,699,131 459,087,878
Revenue Requirements
Net Water Purchases 125,340,073 120,025,426 121,027,939 122,276,807 123,612,021
Q&M Expense 137,692,223 158,971,992 163,825,659 179,008,596 184,641,378
Total O&M Expense 263,032,296 178,997,419 284,853,508 301,285,404 308,253,399
Debt Service
Bond Debt Service 41,247,300 51,445,500 60,401,500 71,499,400 79,301,300
SRF Loans 1,376,000 1,376,000 1,376,000 1,376,000 1,376,000
Total Debt Service 42,623,300 52,821,500 61,777,500 72,875,400 80,677,300
Transfers to Other Funds
Transfer to Capital Replacement Fund 23202300 14571700 25530800 11011200 51431600
Loan 1o Capital Expansien Fund 30,000,000 60,100,000
Transfer to Rate Stabilization Fund 0 0 0 0 0
Secondary Purchase Reserve Transfer 217,500 {318,900} 60,200 74,900 80,100
Total Transfers 24,119,800 14,652,800 55,611,000 11,086,100 111,611,700
TFotal Revenue Requirements 329,775,396 346,471,719 402,242,098 385,246,904 500,542,3_99
Operating Fund Baiance
Net Annual Cash Balance 4,814,072 19,333,530 (10,282,435) 43452228 (41,454,521)
Beginning Fund Balance 18,049,800 22,863,872 42,197,402 31,914,967 75,367,195
Fund Balance 22,863,872 42,197,402 31,914,967 73,367,195 33,912,673
Minimum Reguired Balance 22634300 26,132,400 26,230,200 20,426,100 35,410,700
Debit Service Coverage on Parity Basis 1.61 1.43 1.53 141 1.55
Required Debt Service Coverage 1.20 1.20 1.20 1.20 1.20
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SECTION 6: COST OF SERVICE

The City’s user classifications as described in Section 4 of this report, and the revenue
requirements reviewed and finalized through the operating and capital cash flow analysis
discussed in Section 5 of the report, provide the basis for performing the cost of service analysis.
This section of the report discusses the allocation of operating and capital costs to the
parameters, the determination of unit rates, and the estimation of user class cost responsibility.

6.1 COST OF SERVICE ANALYSIS

The total revenue requirements net of revenue credits from miscellaneous sources, is by
definition, the cost of providing service as shown in Table 6-1. This cost is then used as the
basis to develop unit rates for the water parameters and to allocate costs to the various user
classes in proportion to the water services rendered. The concept of proportionate allocation to
user classes implies that allocations should take into consideration not only the average quantity
of water used but also the peak rate at which it is consumed. There are costs associated with
design and comnstruction of facilities used to meet peak demands, and these need to be allocated
appropriately so that users with higher peaks pay proportionately more to offset their cost. In
this Study, water rates were calculated for FY 2008, and accordingly FY 2008 is defined as the
Test Year. Test Year revenue requirements are used in the cost allocation process.

6.1.1 Cost of Service to be Allocated

The annual revenue requirements or costs of service to be recovered from commodity charges
include operation and maintenance (O&M) expenses, costs associated with annual renewal and
replacements, and other capital related costs. O&M expenses include costs directly related to the
supply, treatment, and distribution of water as well as routine maintenance of system facilities.
This maintenance is often referred to as Routine Capital and represents the annual recurring
capital outlay for minor system improvements and purchase of equipment.

The total FY 2008 cost of service to be recovered from the City’s retail users, shown in Table 6-
1 on line 13, is estimated at just over $287.4 million, of which approximately $219.8 million is
operating costs and the remaining $67.6 million is capital costs, which consists of debt service
and pay-go capital costs. The cost of service analysis is based upon the premise of generating
annual revenues adequate to meet the estimated annual revenue requirements. As part of the cost
of service analysis, revenues from customers with coniractually based rates such as Cal-Am and
agricultural users are deducted from the appropriate cost elements. Adjustments are also made to
account for cash balances and mid-year rate increases to ensure adequate collection of revenue as
shown in the operating cash flow (Table 5-6). Since the FY 2008 rate increase is scheduled for
the start of the fiscal year the “Adjustment to Annualize Rate Increase” is set to zero.

To allocate the cost of service among the different user classes in proportion to their usage and
peaking demands, costs first need to be allocated to selected water parameters. The following
section describes the allocation of the operating and capital costs of service to the selected
parameters of the water system.,
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Table 6-1: Cost to be Recovered from User Rates

Line Operating Capital
No. Expense Cosi Total
3 b 3
Revenue Requirements

1 O&M Expense (1) 278,997,419 278,997,419
2 Debt Service Requirements 52,821,500 52,821,500
3 Capital Transfer 14,971,700 14,971,700
4 Operating Transfer (318,900) (318,900)
5 Subtotal 278,678,519 67,793,200 346,471,719

Less Revenue Requirements Met from Other Sources

6 Cal-Am Revenue by Contract 11,304,800 191,200 11,496,000
7 Agricultural Revenue by Contract 269,400 5,900 275,300
8 Miscellaneous Charges (2) 28,973,343 28,973,343
9 Expansion Debt Payment 23,506,831 23,506,831
10 Interest from Operations 14,107,300 14,107,300
11 Subtotal 78,161,674 197,100 78,358,774
Less Adjustments
12 Adjustment for Annual Cash Balance (19,333.530) (19,333,530)
13 Adjustment to Annualize Rate Increase 0 0
14 Subtotal (19,333,530) 0 (19,333,530)
!5 Cost of Service to be Recovered from Rates 219850375 67,596,100 287,446,475

(1) Does not include cost related to potential increased water supply costs.
(2) Misc. Chages is mostly comprised of Land and Building Rentais, New Water Services and Services Rendered to Others

6.1.2 Functional Cost Components

The total cost of water service is analyzed by system function in order to equitably distribute
costs of service to the various classes of customers. For this analysis, water utility costs of
service are assigned to three basic functional cost components including base costs, extra
capacity costs and customer service related costs.

Base costs are those operating and capital costs of the water system associated with serving
customers to the extent required for a constant average rate of use. Extra capacity costs represent
those operating costs incurred to meet customer peak demands for water in excess of average day
usage, plus those capital costs for extra plant and system capacity beyond that required to supply
water at the average rate of use. Total exira capacity costs are subdivided into costs associated
with maximum day and maximum hour demands.

Customer service costs include customer related, meter, and fire hydrant related costs. Customer
costs are uniform for all customers and include such costs as meter reading, billing, collecting,
and accounting. Meter service costs include maintenance and capital costs associated with
meters and services and fire hydrant related costs. These costs are assigned based on meter size
or meter capacity.

The separation of costs of service into these principal components provides the means for further
allocation of such costs to the various customer classes on the basis of their respective base, extra
capacity and customer requirements for service.
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6.1.3 Allocation to Functional Cost Components

The water utility is comprised of various facilities each designed and operated to fulfill a given
fiunction. In order to provide adeguate service to its customers at all times, the utility must be
capable of not only providing the total amount of water used, but also supplying water at peak or
maximum rates of demand. The separation of costs into functional components provides a
means for distributing such costs to the various classes of customers on the basis of respective
responsibilities for each particular type of service.

6.1.4 Determination of Allocation Percentages

Allocation percentages are usually derived from actual historical production as is the case in this
Study. RFC performed the following steps to dertve the allocation percentages for apportioning
the City’s O&M and capital costs. Customer service related costs are allocated directly to their
cost component so no allocation percentages are necessary. Volume related cost allocation
requires some calculation. Table 6-2 will help in understanding the allocation percentage
calculations.

The first step is to assign system peaking factors. Base is equal to average daily demand (ADD)
and assigned a value of 1.0. The City’s maximum day (Max Day) demand is estimated to be 1.5
times the ADD. Max Day is therefore assigned a value of 1.5. The maximum instantaneous
usage is approximated by the maximum hourly (Max Hour) usage and is estimated to be 2.5
times the ADD. Max Hour is therefore assigned a value of 2.5. This is based on previous
studies and confirmed by City staff. These peaking factors are typical of larger systems.

Allocations are calculated based on these factors. Allocation percentages are calculated by
dividing the number of units by the peaking factor for the design basis. Cost categories that are
solely Base related, such as source of supply, are allocated 100 percent to Base. Cost categories
that are designed to meet Max Day peaks, such as treatment plants, are allocated to Base and
Max Day factors. The treatment plant is sized for max day and has to be sized 1.5 times the
ADD. Therefore the allocations are as follows:

Base: 66.7% (1.0/1.5) x 100
Max Day: 33.3% (0.5/1.5) x 100

Cost categories such as Distribution that are designed for Max Hour peaks are allocated
similarly. The Base allocation percentage is calculated by dividing the Base units of 1.0 by the
Max Day peaking factor of 2.5. The Max Day allocation percentage is calculated by dividing the
Max Day units (0.5} by the Max Hour factor of 2.5. And the Max Hour allocation percentage is
calculated by dividing the Max Hour units by the total peak of 2.5.

Base: 40.0% (1.0/2.5) x 100
Max Day: 20.0% (0.5/2.5) x 100
Max Hour: 40.0% (1.0/2.5) x 100

It

The results of the allocation are presented in Table 6-2 below,
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Table 6-2: Calculation of Allocation Percentages

Capacity Peaking Units Allocation Percentages
Factor
Design Basis: Base Max Day | Max
Hour
Base 1.0 1.0 100%
Max Day 1.5 0.5 66.7%
Max Hour 2.5 1.0 40% 20% 40%

These percentages are used to spread the operating and capital improvement costs amongst Base,
Max Day, and Max Hour parameters for cost of service calculations.

6.1.5 Operating Expense

Projected net operating expenses for FY 2008 are allocated to cost components on the basis of an
allocation of operation and maintenance expense. Operation and maintenance expense for the
test year is allocated to cost components in the same manner as plant investment, based on the
design criteria of the facilities.

Administration and general expenses are related to total system operations and are allocated in
relation to all other operating expenses. The resulting allocation of operation and maintenance
expense serves as the basis for allocating the FY 2008 net operating costs to the base, extra
capacity and customer costs functions shown in Table 6-3.

6.1.6 Allocation of Plant Investment and Capital Costs

Capital costs include capital improvements financed from annual revenues, debt service and
other sources. A reasonable method of assigning capital costs to functional components is to
allocate such costs on the basis of net plant investment.

Net plant investment is represented by the total cost of water utility facilities less accumulated
depreciation. The estimated fiscal year net plant investment in water facilities consists of net
plant in service as of June 30, 2005, and the estimated cost of proposed major capital
improvements.

The investment in distribution mains and storage, designed to meet maximum hour demands, is
allocated to base, maximum day and maximum hour. The investment in general plant is
allocated to each cost component on the basis of all other plant invesiment. The resulting
allocation of net plant investment serves as the basis for allocating the capital costs shown in
Table 6-3.
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6.1.7 Allocation of Costs to Customer Classes

The total cost responsibility of each customer class may be estimated by the distribution of the
functionally allocated total cost of service for the utility among the classes based on the
respective service requirements of each class.

The allocation of costs of service into these principal components (Base, Extra Capacity and
Customer) provides a means for further allocation of costs to the various customer classes on the
basis of their respective service requirements.

6.1.8 Unit Costs of Service

In order to allocate costs of service to the different user classes, unit costs of service need to be
developed for each cost category. The unit costs of service are developed by dividing the total
annual costs allocated fo each parameter by the total annual units of the respective category.
Table 6-3 shows the units of service and the development of the FY 2008 unit costs. for each of
the cost categories.

Different units are used for the different cost categories. The volume related costs categories are
based on volumetric units of one hundred cubic feet or HCF (about 748 gallons). The extra
capacity categories of Max Day and Max Hour are based on a rate of usage so they are calculated
in HCF per day. Customer related cost categories are based on accounts or equivalent meters,

Once the total number of units is known they can be used to calculate unit costs. The allocated
costs are simply divided by the total number of units for each category to determine the unit
costs of each category as shown in Table 6-3.

Table 6-3: Cost Allocation and Unit Cost Calculation FY 2008

Extra Capacity Custoiner
Line Max Max Meters & Billing &
No.  Description Total Base Day Hour Services Colleeting
5 b b b L3 5
1 Adjusted Net Operaling, 219,850,375 169,045,375 10,166,600 7,989,200 15,331,300 17.317.900
2 Adjusted Capital Costs 67,596,100 29,200,900 3,289,950 4,068,950 31,036,300 -

3 Adjusted Cost of Service § 287,446,475 198,246,275 13,456,550 12,058,150 46,367,600 17,317,900

Units of Service

4 Inside City 01,461,178 226,603 368,211 387,101 277.404
5 Outside City 161,000 299 604 161 99
6  Total Units of Service 01,622,178 226.904 368,814 387.262 277.503
Units of Measure HCF HCF/day HCF/day Equiv Mus Accounts
Unit Cost of Serviee
7 Operating 1.85 44.81 21.66 39.59 62.41
8 Capital .32 14.50 11.03 80.14 0.00
9 Total Unit Cost of Service 2.16 59.30 32.69 119.73 62.41
City of San Diego 6-5

Water Report



6.1.9 User Class Costs

The unit cost of each of the cost categories shown in Table 6-3 is then applied to the projected
FY 2008 usage and units of each user class to derive user class costs. Table 6-4 shows the FY
2008 user class units and cost responsibility for each user class.

Table 6-4: User Class Water Cost of Service for FY 2008

Extra Capacity Customer
Line Max Max Meters & Per
Na. Item Total Base Dav Hour Services Customer
5 h) $ 5 5 5
Inside City
SFD
I Units 34,479,413 94,464 141,696 233,702 223,276
2 Costs - § 126,994,041 74,604,373 5,602,193 4,632,67F 28,221,029 13,933,775
Other Domestics
3 Units 20,519,164 36,217 84,325 67,416 30.091
4 Cosis - § 60,438,607 44,398,070 3,333,941 2,756,965 8,071,788 1,877,843
Commercial
5 Units 22,207,400 30.42] 76,053 47 385 15.571
6 Cosis- § 58,986,793 48,050,968 1,804,122 2,486,497 5,673,474 971,731
Industrial
7 Units 1,613,743 2,211 5,527 1.598 249
3 Costs - § 4,010,384 3,491,715 131,100 180,686 191,324 15,558
Temp. Constr.
9 Units 346,667 1,187 1,662 4,639 797
10 Costs - § 1,482,473 750,093 70,408 54,341 557.880 49,749
Irrigation
Units 12,294,751 42,105 58,948 30,341 7,420
12 Costs - § 35.122.846 26,602,691 2.497.062 1,927,256 3,632,783 463,053
13 Subtotal Inside City 287,035,143 197,897,913 13,435,827 12,038,417 46,348,277 17,311,709
14 Subtotal Outside City 411,332 348,362 17.723 19,733 19,323 6,191
15 ‘Total Cost of Service-5% 287,446,475 108,246,275 13,456,550 12,058,130 46,367,600 17,317.900

The SFR user class has the highest assignment of costs at just under $127 million followed by
the Other Domestics (MFR) user class at $60.4 million. Together, the City’s residential classes
(SFR and Other Domestic) are responsible for 65 percent of the total cost of service. The
commercial and industrial classes are responsible for 22 percent of the annual cost of service,
and the remaining 13 percent is associated with iirigation and construction users.

Table 6-5 presents a comparison of the distribution of projected revenue (FY 2008) and cost
among customer classes. As you can see, revenues by class closely match costs by class.
Approximately 44 percent of both costs and revenues can be attributed to the SFR customer
class. The biggest difference between revenue and cost is in the SFR class where 42.1 percent of
revenue and 44.2 percent of costs are contributed by single family users. Table 6-5 indicates that
based on COS, 2.16 percent more revenue should be recovered from SFR customers than under
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current rates. Less revenue should be recovered from other domestics, commercial and
temporary construction customers. However, the differences between revenue and cost are
small and suggest that overall costs are being recovered in an equitable manner among customer
classes.

Table 6-5: Cost Distribution Among Customer Classes, FY 2008

Revenue Cost
Disiribution Distribution

Line Under Existing Under
No. Cusiomer Class Rate Structure  Proposed Rates Difference
1 SFR 42.1% 44.2% 2.16%
2 Other Domestics (MFR) 21.8% 21.1% -0.76%
3 Commercial 21.6% 20.6% -1.06%
4 Industrial 1.4% 1.4% -0.04%
5 Temp. Constr. 0.8% 0.5% -0.27%
6 Irrigation 12.3% 12.2% -0.03%
7 Total 100% 100% : 0.0%

Once the user class cost responsibility is determined, the next step is to design user rate
schedules to recover the revenues required from each user class, which is discussed in the next
section. The rate design analysis will illustrate how revenues are collected within each class
using the current rate structure and how they compare to costs,
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SECTION 7: RATE DESIGN

The revenue requirements and cost of service analyses described in the preceding sections of this
report provide a basis for the design of COS based water rates. Rate design 1s the process of
development of rate schedules for each user class which will recover the annual cost of service
determined for each user class from the members of that class in an equitable manner. In this
Study, the focus of rate design is on the development of rate schedules for each of the City’s
retail service user classes. This section of the report discusses the 2008 water rate structures and
a schedule of COS based rates for the City’'s user classes. It also suggests alternatives for
changing the 2008 structure that would improve the equitability of cost recovery by class and
customer. Finally, this section analyzes the impact of these alternative cost allocations and rate
designs on user classes and customers within user classes.

7.1 RATE STRUCTURE

Rate structures should be designed in such a way as to ensure that users pay only their
proportionate share of costs. In addition, rate structures should be easy to understand, simpie to
administer, and comply with regulatory requirements. A review of the 2007 rate structures
provides insights into the equitability of the current methodology and the changes, if any, that
should be considered. The 2007 rate structure was discussed in detail in Section 3.

There are no suggested changes to the 2007 rate structuring approach for any of the City’s user
classes, which incorporates both a fixed charge in the form of a service charge and a variable
charge in the form of a commaodity rate. In other words, the annual revenues required from each
user class presented in Section 6 (Table 6-4) would be recovered through a combination of a
fixed monthly service charge and variable commodity rate. The service charge and the
suggested commodity rate for the various user classes are discussed in detail below.

7.1.1 Service Charges

A service charge is a cost recovery mechanism that is generally included in the rate structure to
recover meter, customer and public fire protection related costs (i.e. costs related to maintaining
hydrants), and which provides a stable source of revenue independent of water consumption.
Therefore, customer costs related fo meter reading, billing, and fire protection are recovered
through the service charge. We suggest that the City continue its existing practice of applying
consistent monthly service charges to users across all classes.

Customer related costs are fixed expenditures that relate to operational support activities
including accounting, water billing, customer service, and administrative and technical support.
The customer related costs are essentially common-to-all costs that are independent of user class
characteristics. A service charge provides a mechanism for recovering a portion of the fixed
costs and ensures a stable source of user revenues for the utility. In addition, there are capacity
related costs such as meter maintenance and peaking charges that are included based on the
hydraulic capacity of the meters. Since facilities are designed to meet peaking requirements,
RFC has assigned a portion of the capital costs related to peaking to the service charge. The
City’s customer related costs for FY 2008 are estimated at $63.7 million. Table 7-1 presents
details of the costs considered for service charge calculations and is duplicative of some of the
data contained in Table 6-4.
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Table 7-1: Customer Related Costs Used to Determine Service Charges

Customer
Line Meters & Biling &
No,  Description Services Callecting
kY b
1 Adjusted Net Operating 15,331,300 17,317,900
2 Adjusted Capital Costs 31,036,300 -
3 Adiusted Cost of Service § 46,367,600 17,317,960
Units of Service
4 Inside City 387,101 277 404
5 Ouiside City 61 99
6 Total Units of Service 387,262 277,503
Units of Measure Equiv Mrs  Accounts
Unit Cost of Service
7 Operating 3959 62.41
8 Capital BO.14 .00
9 Total Unit Cost of Service 119,73 62.41

Once the costs are known, they are divided by the number of units of service associated with
those costs to determine annual unit costs. Meters and Services are associated with equivalent
meters to reflect the fact that Meters and Service costs are higher for larger meters. Billing and
Collecting are associated with accounts because they are similar for all customers. Annual unit
costs are shown on line 9 of Table 7-1.

Annual unit costs are divided by 12 to reflect the fact that they are recovered monthly. These
monthly costs are shown in Table 7-2 and listed as Meter Unit Cost and Billing Unit Cost. Meter
Unit Costs are multiplied by the meter capacity ratio as discussed in Appendix A to calculate the
Adjusted Meter Cost. The Adjusted Meter Cost is then added to the Billing Unit Cost to
compute the cost based service charge shown in the right hand column of Table 7-2.

Table 7-2: Cost-Based Monthly Service Charges Calculation

Inside City
Meter Billing
Caiculated

Meter | Meter Meter Adjusted Billing Service
Size Unit Cost Ratio Meter Cost | Unit Cost Charge

in. 5 § $ ¥
5/8 9.98 1.00 9.93% 3.20 15.18
3/4 9.98 1.00 9.9% 3.20 15.18
1 9.98 1.70 16.96 3.20 22,17
112 9.93 3.30 32.93 3.20 38.13
2 9.98 5.30 52.88 5.20 58.09
304 9.98 10.00 99.78 5.20 104.98
4 | 9.98 16.70 166.63 5.20 171.83
6 9.93 33.30 332.26 5.20 337.46
8 9.9% 53.30 531.81 5.20 337.01
10 998 76.70 765.29 5.20 770.49
12 998 143.30 1.429.80 520 1,435.00
16 998 2506.00 2,494 41 5.20 2,499.62
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7.1.2 Commodity Rate

The commodity rate is the rate developed for each user class which will recover the City’s
variable volume related costs. The annual estimated FY 2008 revenues required, less annual cost
based service charge revenues, are the revenues that need to be recovered through a commodity
rate.

COS based commodity rates are developed for each user class based on the principle of
maintaining inter-ciass and intra-class revenue neutrality and equity. This means that each user
class would only pay its assigned share of costs of service (Refer to Table 7-3 for revenues
required from each user class), and that each member of each class would only pay his or her fair
share of user class costs. Since a portion of the revenues required from each user class is to be
recovered through uniform monthly service charges, commodity rates are designed to recover
only that portion of revenues that is not recovered through the service charge.

Annual service charge revenues for each user class for FY 2008 are estimated based on the
forecast number of meters by size in a given class and the COS based monthly service charges in
Table 7-2. The portion of revenues to be recovered through commodity rates is then determined
by deducting the annual service charge revenues from the user class’s FY 2008 cost of service.
Table 7-3 shows the total assigned cost by class, the annual costs related to meters and recovered
from the service charge, and the annual costs related to volume that are to be recovered from the
commodity rate.

Table 7-3: Cost-Based Monthly Commodity Charge Calculation, FY 2008

Line Total Meter Volume Units of Commodity
No. Costs Costs Costs Service Rate
b3 b b HCF $/HCF
Inside City

1 SFR 126,993,900 42,154,800 84,839,100 34,479,413 2.461
2 Other Domestics (MFR) 60,438,600 9,949,600 50483000 20.519,164 2.461
3  Commercial 58,986.800 6,645,200 52,341,600 22207400 2.357
4 Industrial 4,010.400 206,900 3,803,500 1,613,743 2357
5  Temp. Constr. 1,482,500 607,600 874,900 346,667 2.524
6 Irrigation 35,122,800 4,095 _800 31,027,000 12,294,791 2.524
7 Total Inside City 287,035,000 63,659,900 223,375,100 91,461,178 2.442

The water commodity rate for each user class is computed based on the user class’ annual usage
revenues required and the estimated annual volume of water usage. The cost based commodity
rate is shown in Table 7-3.

The user classes can be sorted into groups with similar peaking characteristics, resulting in a
uniform water commodity rate that is the same within the group. Due to similar usage
characteristics, residential customers are grouped together, commercial and industrial are
grouped together, and construction and irrigation are grouped together. Table 7-3 illustrates this
point. Note that the commodity rate is the same for the grouped classes.

The City currently differentiates between SFR and all other classes for rate design. To
encourage conservation, SFR rates are tiered. Many agencies across the state use such a
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structure to encourage conservation. The State of California also encourages use of conservation
rate structures. RFC recommends the City retain its existing tiered rate structure to encourage
conservation. Tiered rates are more practical to implement for the SFR class because this class is
a fairly homogenous class. Since the small users do not put as much demand on the system, the
first tier usage is provided a lower rate by discounting a part of the capital costs associated with
peaking. The second tier is based on the COS rate and the third tier is designed to recover the
remainder of the revenues form this class.

Table 7-4 shows the rates for the different classes. Rates for FY 2007 and two alternatives for
FY 2008 rates are shown that include the 6.5 percent increase over FY 2007 rates. The first
column called “2007 Existing” shows the actual 2007 rates for comparison purposes. The first of
the 2008 rates is called “2008 City” and reflects a continuation of the rate structure currently
used by the City, 1.e., across the board or equal increases to the base rate and commodity rates.
This is the incumbent rate structure updated for the 6.5 percent rate increase applied equally
across all rates scheduled for FY 2008. The second option called “Proposed” is the Cost of
Service based rate schedule. These rates are designed to be used with the cost-based monthly
service charges shown in Table 7-2. Table 7-4 shows complete rate schedules for FY 2007 and
the two alternative FY 2008 rates, as well as the proposed rates for 2009-2011. -
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Table 7-4: Existing Rates and Rate Alternatives

Service Charge

Meter 2007 2008 2008 2009 2010 2011
Size Existing City Proposed  Proposed  Proposed  Proposed
inches $/month $/month $/month $/month $/month $/month
5/8 15.87 16.90 15.18 16.17 17.22 18.34
3/4 15.87 16.90 15.18 10,17 17.22 18.34
1 17.11 18.22 22.17 23.61 2515 26.78
11/2 75.41 §0.31 38.13 40.61 43.25 46.06
2 116.24 123.80 58.09 61.87 65.89 70,17
3 414.73 441.69 104.98 111.80 119.07 12681
4 692.00 736.98 171.83 183.00 194.89 207.56
6 1,542.72 1,643.00 337.46 33939 382.76 407.63
8 2,081.78 2,217.10 537.01 571.92 609.09 648.68
10 2,793.63 2,975.22 770.49 820.57 873.91 930.71
12 3,892.44 4,14545 1,435.00 1,528.28 1.627.61 1,733.41
16 6,514.14 6,937.56 2,499.62 2,662.10 2,835.13 3,019.42
Commodity Rate
Customer 2007 2008 2008 2009 2010 2011
Class Existing |  City Proposed  Proposed  Proposed  Proposed
$/HCF $/HCF S/HCF $/HCF $/HCF $/HCF
SFR
0-7 1.731 1.844 2.262 2.409 2.566 2.732
7-14 2.163 2.304 2.461 2.621 2,791 2.973
Over 14 2372 2.526 2775 2.955 3.147 3.352
General Service
Other Domestics (MFR) 2.003 2.133 2.461 2.621 2.791 2973
Commercial & Industrial 2003 | 2133 2.357 2.510 2.673 2.847
Temp. Constr. & Irrigation 2.003 2,133 2.524 2.688 2.803 3.049

Table 7-5 shows the revenues anticipated to be generated by each user class under the existing
City rate structure and the proposed COS rates. The difference in total revenue under the two
options results from rounding errors and is less than two-tenths of one percent (0.2 percent).
There will be small changes to the revenue recovery from classes as the cost structure changes.
Therefore rates should be reviewed regularly.
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Table 7-5: Revenue from Rate Alternatives
2007 2008 2008
Line Existing City COSs COS
No. Customer Class Revenue Revenue Revenue vs. City
§ 5 k3
Inside City
1 SFR 113,282,900 120,646,300 127,019,500 105%
2 Other Domestics 58,738,500 62,556,500 60,439,800 97%
3 Commercial 38,176,400 61,957,800 58,987,600 95%
4 Industrial 3,855,300 4,105,900 4,010,400 98%
5  Temp. Constr. 2,120,800 2,258,700 1,482,600 66%
6 Irrigation 33,012,300 35,158,100 35,123,400 100%
7  Subtetal Inside City 269,186,200 286,683,300 287,063,300 100%
14 Subtotal Outside City 358,700 382,000 411,300 108%
15 Total 269,544,900 287,065,300 287,474,600 100%

7.1.3 Rate Option Comparison

The two rate alternatives for FY 2008 presented here will produce approximately the same
amount of revenue, but individual ratepayers will be impacted differently under each. The
readily apparent difference between the alternatives is the service charge. The City’s existing
rate structure incorporates a higher service charge with a much larger cost difference between
small and large meters than would be derived using AWWA standard methodology. This is clear
when City service charges and COS service charges are compared in Table 7-4. Note that
overall City service charges are higher and they are considerably higher for the largest meter
charges. 5/8 inch meter charges are 11 percent higher and 12 inch meter charges are 57 percent
higher under City rates than COS rates. Since overall the same amount of revenue will be
recovered under each rate option, higher service charges must be complemented with lower
commodity rates.

7.2 IMPACT ANALYSIS

RFC performed an analysis to evaluate the impact of the two rate alternatives on various users.
A comparison of the rate alternatives on Single Family Residential customers is shown below in
Table 7-6. Negative numbers are shown in parentheses. By using the proposed COS rates,
residential customers using less than 5 HCF per month would receive a reduction in bills
compared with what the City rates would be in 2008 if the existing rate structure was retained.
This means that the effect of reducing the service charge is greater than the effect of the
increased commodity rate for customers using less than 5 units of water. It also means that many
residential users will receive higher bills under the COS rates than the City rates. Under COS
based rates, water bills for SFR customers using 25 HCF (approximately 2 times the average).
would be 6.8 percent greater than with the City rates.
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Table 7-6: Single Family Residential Bill Comparisons

2007 2008 2008

Menthly  Existing City Cos Cos COs

Usage Rate Rate Rate minus City  vs. City
HCF b b3 3 b
0 15.87 16.90 15.18 (1.72) (10.2%)
1 17.60 18.75 17.44 (1.30) (7.0%)
2 19.33 20.59 19.70 (0.88) (4.3%)
3 21.06 2243 21.97 (0.47) (2.1%)
4 22.79 24.28 24.23 (0.05} {0.2%)
5 24.53 26.12 26.49 0.37 1.4%
6 26.26 27.96 28.75 0.79 2.8%
7 27.99 29.81 31.01 1.21 4.1%
3 30.15 zn 33.48 1.37 4.3%
9 32.31 34.41 35.94 1.52 4.4%
10 3448 | 36.72 38.40 1.68 4.6%
11 36.64 | 39.02 40.86 1.84 4.7%
12 3880 [ 41.32 43.32 1.99 4.8%
13 40.97 | 43.63 45.78 215 4.9%
14 43.13 45.93 48.24 2.31 5.0%
15 45.50 48.46 51.02 2.56 5.3%
20 57.36 61.09 64.89 3.80 6.2%
25 69.22 73.72 78.77 5.05 6.8%
30 81.08 86.35 92.64 6.29 7.3%
35 92.94 98.98 106.52 7.53 7.6%
40 - 104.80 111.61 120.39 8.78 7.9%
50 128.52 136.87 148.14 11.27 8.2%
60 152.24 162.14 175.89 13.76 8.5%
80 199.68 [212.66 231.39 18.73 8.8%

A comparison of the rate alternative impacts on various commercial and industrial customers is
shown below in Table 7-7, and once again negative numbers are shown in parentheses. As is the
case with residential users, large volume commercial and industrial users will receive higher bills
under the COS rates compared to the City rates. However, the reduction in meter charges will
benefit low volume users. Customers with large meters will see a noticeable reduction in their
meter charges that will partially offset higher commodity rates.
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Table 7-7:
Line
No, Customer Type
Hospitals
1 Low Manthly Flow
2 Medium Monthiy Flow
3 High Monthly Flow
Printing/Graphics Services
4 Low Monthly Flow
5 Medium Monthly Flow
[} High Monthly Flaw
Offices/Auto Serivee Stotions
7 Low Montlly Fiow
8 Medium Monthly Flow
] Hiph Monthly Flow
Auto Denlers
10 Law Monthly Flow
11 Medium Monthly Flow
12 High Monthly Flow
Retail/Commercial Businesses
13 Low Monthly Flow
14 Medium Monthly Flow
15 High Monthly Fiow
Hotels
16 Low Menthly Flow
17 Medium Momthly Flow
18 High Manthly Flow
Mini-Shopping Cealers
s Low Monthly Flow
20 Mediurn Monthly Flow
21 High Monthly Flow
Industrial Laundry
) Low Menthly Fiow
23 Medium Monthly Flow
24 Hipgh Monthly Flow
Food Service Estabdishmuents
23 Low Monthly Flow
26 Mediam Menthly Flow
27 High Monthly Flow
Supermarkets
28 Low Monthiy Flow
i Medium Monthly Flow
kit High Monthly Flow
Apnrtment Complex
31 Low Monthly Flow
32 Medium Monthly Flow
33 High Monthly Flow
City of San Iyiego

Water Report

Non-SFR (Commercial, Industrial, etc.) Bill Comparisons
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29651
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2,069.17

35.90
156.08
466.55

55.93
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476.56
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346.57

11547
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586.19

205.61
596.19
1,517.57

1B6.35
266047
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SECTION 8: CAPACITY FEES

As indicated in Section 5, ome of the sources of system revenues is the one-time capacity
(developer) fee that is applied to all new or expanded connections to the City’s Water System.
This section of the report outlines the existing capacity fee structure, the regulatory requirements,
computational methods, and the approach used in this Study to compute capacity fees and the
capacity fee schedule.

The City applies two types of one-time fees to its water system users: Capacity Fees and
Connection Fees. A capacity fee is a one-time fee which is charged for new, additional or larger
connections to the City’s water system. Capacity fees recover the costs associated with
providing additional facility capacity to new users and existing users requiring additional
capacity. Connection fees are used to recover costs associated with the physical installation of
lateral connections to water mains, and can be thought of as “plumbing charges”. The scope of
this study is limited to a review of the Capacity fees.

8.1 EXISTING CAPACITY FEES

The City’s existing capacity fee, based on individual dwelling unit requirements or their
equivalent (Equivalent Dwelling Units, or EDU’s), is a one-time charge determined per
~ Municipal Code Section 64.0410. An EDU is defined in terms of volume of water or the number
of plumbing fixture units which equate to an EDU. The City’s EDU’s are defined as follows:

500 gallons per day of water usage =1 EDU for single family residences
Twenty Plumbing Fixture Units =1 EDU for non residential users

The minimum capacity assigned to any water connection is one EDU. Multi-Family Residential
(MFR} units having individual, City-read water meters are charged one EDU per unit, while
MFR units that share a common water meter are charged based on a density-adjusted formula.
The formula is based on the theory that the more units per acre, the smaller the unit and therefore
the less water capacity needed.

The City’s present water capacity fee is $2,550 per EDU and has been in effect since 2004. For
commercial and industrial users meeting the eligibility criteria contained in Council Policy 900-
12 (referred to as the Council Policy 900-12 Rate), and for affordable housing units and
residential units constructed in redevelopment districts (referred to as the Preferential Rate), the
City applies a reduced fee of $1,500 per EDU,

Though capacity fees are a form of user charge, they are not treated as operating revenues and
are instead considered capital expansion revenues.

8.1.1 Philosophical Objectives and Regulatory Requirements

The primary objectives of establishing a full cost recovery capacity fee are to achieve equity in
distributing costs and to provide a mechanism by which new users can pay for the cost of the
facilities required to serve them without burdening existing users. In short, the goal of a full cost
recovery capacity fee is to ensure that growth pays its own way.
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8.1.2 AB 1600

In California, the state legislature enacted statutes in 1987 which imposed procedural and
substantive requirements relating to the calculation, adoption, administration and enforcement of
impact fee systems. Under the provisions of AB 1600, whenever a local agency imposes a fee as
a condition to the approval of a development project for payment of the costs of public facilities
related to the project, the agency must identify the purpose of the fee and the public facilities to
be financed. The basic statutory standards governing water and sewer system capacity
(development) fees are embodied in Government Code Sections 66000 et seq. An important
requirement in designing water capacity charges is spelled out in Government Code 66013 which
requires that capacity charges must be based on an estimate of the reasonable cost of providing
capacity. Following are relevant portions of Government Code 66013:

66013. (a) Notwithstanding any other provisions of law, when a local agency imposes fees
for water connections or sewer connections, or imposes capacity charges, those fees or
charges shall not exceed the estimated reasonable cost of providing the service for which the
fee or charges is imposed, unless a question regarding the amount of the fee or charge
imposed in excess of the estimated reasonable cost of providing the services or materials is
submitted to, and approved by, a popular vote of two-thirds of those electors voting on the
issue.

(b) As used in this section:

(1) “Sewer connection” means the connection of a building to a public sewer
system.

(2) “Water connection” means the connection of building to a public water
system, as defined in subdivision (¢) of Section 4010.1 of the Health and
Safety Code.

3 “Capacity charges” means charges for facilities in existence at the time the
charge is imposed or charges for new facilities to be constructed in the future
which are of benefit to the person or property being charged.

@ “Local agency” means a local agency as defined in Section 66000,

(g) Any judicial action or proceeding to attack, review, set aside, void, or annul
‘the ordinance, resolution, or motion imposing a fee or capacity charge subject
to this section shall be brought pursuant to Section 66022,

The essence of Section 66013 is that a capacity fee may be no higher than the estimated
reasonable cost of providing a service to new customers unless the voters have specifically

8.2 COMPUTATIONAL METHODS FOR CAPACITY FEE
DETERMINATION

There are several methods that could be used to calculate capacity fees. Three industry-accepted
computational approaches are discussed below.

8.2.1 System Buy-in Method

The buy-in concept is based on the premise that new users are buying into an existing system
which already has the capacity to serve them, and by doing so they achieve a financial position
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that is on par with the existing users of the system who originally provided and paid for that
capacity.

To foster equity between existing and new users under the buy-in method, the new users pay for
the cost or value associated with the portion of existing system capacity that they use. If the
existing system has 100 units of capacity for average usage or peak usage and the new user
requires one unit of capacity, then the new user pays for 1/100 of the value of the existing
system. Together, the new users (once paid up) and the existing users will face future capital
challenges on equal footing since equivalent investments have been made. This method is
applicable in situations where the existing system has adequate surplus capacity and does not
require major upgrades or improvements.

8.2.2 Incremental-Cost Pricing Method

The incremental-cost pricing method is based on the premise that new users should pay for the
incremental portion of both existing reserve capacity which must be replaced, and any new
capacity which must be added to the system to meet their needs. The goal of this method is,
once again, t0 eliminate or minimize the need to raise existing user rates in order to replace
needed reserve capacity or fund new facilities to accommodate growth. This method is
applicable under circumstances in which reserve capacity presently exists but must be replaced if
used.

8.2.3 Specific Capacity Method

The specific capacity method determines capacity fees based on the cost to construct the
incremental capacity required. For example, if it costs X dollars to construct Y units of new
capacity, then the capacity fee per unit is determined to be X/Y. This method does not take into
account the value of surplus capacity in existing facilities, and is therefore most applicable in
situations where there is no available capacity in the existing facilities and new users have to be
served entirely through the creation of additional capacity.

8.2.4 Suggested Approach for the Determination of City’s Municipal Capacity
Fees :

The approach used in determining capacity fees should reflect system characteristics in addition
to meeting regulatory requirements and policy considerations. In determining City capacity fees,
we suggest a hybrid approach that incorporates some of the characteristics of the Buy-in and
Specific Capacity methods. The hybrid approach has the advantage of including components
which would not be considered otherwise, such as existing buildings, laboratories, etc. which
may not necessarily need to be expanded for new users, but which benefit them. There will, for
example, typically be capacity in the distribution system and, in this case, in the supply system
that a future user will benefit from. Thus, the hybrid approach combines the value of the existing
and future facilities and spreads them over the ultimate demand (including current and future
capacity) to be met, and the ultimate demand provides the denominator needed for the
calculation of the capacity fee. We believe that the hybrid approach is superior for the following
reasons:

« Some elements of capacity are available in the existing system to meet the needs of future
users. At the same time, the City is adding capacity to other elements where needed.
The hybrid approach will fairly apportion the cost of both, and result in a reasonable fee
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which will ensure that existing users do not bear any part of the burden of providing
capacity to new users.

+ While the incremental-cost method could be utilized, the absence of a formal system
master plan makes it difficult to estimate unit costs for facilities such as transmission and
distribution mains. Absent such estimates, use of the incremental-cost method would
preclude capturing the cost of existing capacity to be used by new users.

+ Since the specific capacity method requires that the capacity provided by each capital
project in the system be determined, and the current CIP does not include the capacity of
all facilities which will benefit new users, its use would also be inappropriate.

8.3 COMPUTATION OF CITY’S CAPACITY FEES

The computation of capacity fees includes the following steps:
- Estimation of costs of existing facilities benefiting future users
- Identification of outstanding principal on replacement debt
- Identification of existing reserves
» Identification of expansion related CIP projects and their associated total capacity
«  Estimation of grants used for expansion projects
«  Estimation of interest on the debt used to finance expansion projects
«  Derivation of unit capacity cost and capacity fee per EDU

Table 8-1 shows the calculation of the capacity fees. We have used the original cost less
depreciation (OCLD) method to determine the system buy-in value of existing facilities
including hydrants and general plant. For the buy-in component, the asset value is reduced by
the outstanding principal on replacement debt to determine equity of the existing users to ensure
that new users are not paying twice for the same capacity; 1.e., once through payment of capacity
fees and a second time through user fees which include debt service payments. By deducting the
principal value of the replacement debt from the cost of the facilities, new users in fact pay only
for the equity portion of the existing facilities via the capacity charge. It is expected that new
users will be sharing in the cost of the principal on the replacement debt once they join the
system. Cash from operating, capital, and debt reserves related to replacement projects are
added to derive the net buy-in equity.

An eight-year outlook was used in identifying future CIP projects. The CIP projects identified
were classified into functional categories including source of supply, pump stations,
transmission, production, storage and distribution. Administration and General CIP projects
such as operations center, miscellaneous, contingencies and program management were
classified as General Plant. Costs for future projects were based on the CIP. The capacity of
some facilities such as new distribution lines was not readily identifiable. The value of new
distribution mains was combined with existing mains and the ultimate capacity used to estimate
unit costs. Costs of existing distribution pipes smaller than 16-inches in diameter which a
developer will typically install as a condition of development were excluded. Expansion projects
are included in the expansion portion of the capacity fee. Future debt financing costs related to
expansion projects are included in the expansion portion of the capacity fee so that existing users.
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are not burdened with having to pay the costs of expansion related projects or related debt
service.

Expected grants for future facilities are used to reduce the total asset value used to calculate the
capacity fee. Past grants were not considered since the project(s) for which they were used
cannot be identified in the current asset list. The amount is small and when depreciated would
result in an even smaller impact.

8.3.1 Derivation of Unit Capacity Cost and Capacity Fee per EDU

The unit capacity cost for each project is derived by dividing the total estimated cost of the
project by the estimated average usage capacity of that project. In this Study, project capacity is
estimated in terms of average or peak usage per day. Since many water capital facilities are
designed based on a peak demand, peaking has to be taken into account. This is done after unit
capacity costs are calculated. The future capacity of the system after the implementation of the
CIP program listed is used as the average capacity for most components for the system. The
current treatment capacity is 294 million gallons per day (MGD), and after completion of the
plant expansions proposed in the CIP, system capacity will be 462.5 MGD, of which 161 MGD
is from expansion of existing water treatment plants and 7.5 MGD is from reclaimed water
capacity. Expansion storage was associated with a capacity of 25 MGD based on estimates of
additional capacity provided by the storage projects specifically. Associated costs are divided by
capacities to calculate unit costs for each category as shown in Table 8-1.

The City defines a water EDU’s average usage as 500 gallons per day (GPD), and this value is
used in determining the capacity fee per EDU. Since water facilities are designed based on peak
capacity, a demand basis was assigned to each category and an actual demand per EDU was
calculated. Facilities designed for average day demand (ADD) are assigned a standard demand
of 500 GPD. Facilities designed on a max day demand (MDD) are assigned a demand of 750
GPD based on a peaking factor of 1.5 as explained in Section 6. Facilities designed for a
maximum hour demand (MHD) are assigned a demand of 1,250 GPD based on a peaking factor
of 2.5 as explained in Section 6. After demand is established the unit cost is multiplied by the
demand to calculate the cost per EDU shown in Table 8-1. The capacity fee is merely the sum of
these costs per EDU.

Based on our analysis, the estimated full cost recovery capacity fee per EDU for projects
constructed through 2015 is $3,047. The increase of approximately $600 per EDU results
primarily from an increase in capital expansion projects and the high inflation in capital costs in
the last few years.
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Table 8-1: Water Capacity Fee Calculation

System Buy-ln  Expanslon
Extsting
oCLD CIp
[£3] ()
35,687,904 56,049,275
3,051,000 14,791,587
16,857,690 136,064,082
0 127,089,874
b 16,970,082
141,270,668 18,651,909
16,023,758 0
43,251,493 28,852,063
(339,251,283) 0
a 347,517,874
73,364,000 a
0 (13,600,000}

(15,604,5670)

LCalculaled Cast
($/EDLY
$3.047

732,386,752

Total

Asset Base
[43]
H.737.172
17,842,567
153,061.872
127,088,879
15,870,062
159,922,577
10.023,758
72,103,556

(339,251,363}
347,517,874

73.364,000
(13,600,000}

716,782,001

Existing Cost
{S/EDU)

52,660

Aszotiated
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MGD)
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4425
462.5
HE R
250
q462.5
AG2S
q62.5

4625

1685
4625
1685

Unit Cost
Buv-jn Expansion
($pepdi
a8 012
.01 a3
.04 €629
0.00 UT5
(U0 .65
0.3t 004
0.0z .00
0.09 006
$6.73) O(KE
.00 206
016 000
n.o0 {iLaB)
350

EDLY
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500
500
500
500
500
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§00
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500
500
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ADD
MHD
MDD
MDD
MDD
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ADP
ABRD

MDD

MDD
MDD
MDD

Demand
{opd)

500
1,250
750
750
750
1.250
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750

750
750
750

Lost

(S/EDU)
[

48

248
566
509
432

11

78

{550)

1,547
118

61}

$3,047
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APPENDIX A : EQUIVALENT METER CALCULATIONS

This section describes some of the calculations used in cost of service calculations. An
explanation of the calculations is useful in understanding the cost of service analysis that is
detailed in Section 6. The calculation of equivalent meters is explained below.

Equivalent Meters

Equivalent meters are used rather than just meters in order to recognize the fact that larger meters
ar¢ more expensive to install, maintain and replace than smaller meters. Appendix Table A-1
shows the calculation of equivalent meters. Meters are assigned a hydraulic capacity by size
which is based on the maximum measurable flow rate of the meter. For example a 5/8 inch
meter has a hydraulic capacity of 30 gallons per minute (gpm) whereas a 6 inch meter has a
hydraulic capacity of 1,000 gpm. In this study 5/8 inch and 3/4 inch meters are considered the
base measure of a meter because they are both used for residential metering and are essentially
interchangeable.

A ratio of capacity is calculated by dividing the large meter capacities by the base meter capacity
which in this case is 30 gpm. This results in a hydraulic capacity ratio that is used to calculate
equivalent meters. The actual number of meters by size is multiplied by the corresponding
capacity ratio to calculate equivalent meters. For example: the capacity ratio for a 6 inch meter
is 33.3 = 1,000gpm / 30gpm. Essentially each 6 inch meter is equivalent to 33.3 base meters.

Appendix Table A-1 — Cost Allocation and Unit Cost Calculation

Hydraulic

Meter 2007 Hydraulic Capacity Equvalent

Size Meters Capacity _ Ratio Meters

gpm

5/8 and 3/4 225988 30 1.00 228,953
I 22,107 50 1.70 38,091
1172 10,136 100 3.3¢ 33,825
2 11,276 160 5.30 60,300
3 439 300 10.00 4,433
4 373 300 16.70 6,317
6 170 1,000 33.30 5,740
3 79 1,600 53.30 4,216
10 13 2,300 76.70 944
12 1 4,300 143.30 180
16 1 7,500 250.00 180
274,119 383,178

By using equivalent meters in cost calculations we do not have to track all meters by meter size.
This allows for more concise analysis and explanation. The net effect of using equivalent meters
instead of tracking all meters by size is the same. Equivalent meters are used in the unit cost
calculation of meters and services in the cost of service section.
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I : Compliance Order No. 04-14-96C0-022

STATE OF CALIFORNIA,

o ' DEPARTMENT OF HEALTH SERVICES
!
4!F RE: THE CITY OF SAN DIEGO ;
5! 202 “C” Street, Mail Station SA é
E . . ;
6;3 San Diego, CA 52101 '
4 _ Q
E TO: Jack McGrory . o ' J
9' City Manager
i0 :
1 FINDINGS OF FACT
12 _ :
13 The City of San Diego (City) cperates a municipal water system
14 that supplies domestic water to approximately 241,833 service
15 connections and approximately 1.2 million people. The City's
te primary source of water supply is from the First and Second San’
17 Diego Aqueducts, which is mostly Colorado River water purchased
18- from the San Diego County Water Authority. In addition, the
19 City receives approximately ten to twenty percent of its water
. "
o0 from local runoff coliected in eight of its. nine lakes
21 {although Lake Hodges is owned by the City, it is only a
o drinking water source for Santa Fe Irrigation District). The
zsi City fs'rovicies complete treatment of the water at the Miramar,.’
o ¢ Alvarado, and Otay Water Treatment Plants (WTP). The -service 5
i 3
-25 ) area of the Alvarado WTP is epproximately 73.8 square miles
i
26% delivering water to 542,000 people through 228,000 service i
i . - '
i connections. .
27 & . B '
@ . ' Page 1 of 35
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During 1983, the State of California, 'Departﬁent of He;ith

Services, Drinklng Water Fleld Operatzons Branch (DWFOB}

-conducted a sanitary survey of the ‘City of -San Diego Water

Utilities Department (WUD).. The findings of the inspection are
o .
found in a January 20, 199%. inspectionﬁ memo report and a

January 25, 1994 letter to the City (see the letter in

Attachment No. 1). 1In response to the 1883 inspection repért,

a compliance agreement between the State of California,

Department of Health Services, DWFOB, and the City of San Diego

was negotiated and signed in late 1994 by the Water Utilities

Department and the City Attorney and DWFOB (see Attachment No..

2).  On November 28, 19284, it was' unanimously adopted by the

Council of the City of San Diego a5 Resolution Nol 284995, In

agreelng to these terms the Clty of san Dlego therein made a

commitment to rehabllltate or replace certaln dlstrlbutlon

reservoirs, and make corrections teo the cross-connection

control program.

DISTRIBUTION. RESERVOIRS

The compliance agreement between DWFOB, and the ;ity of San
Diégo:'-included a scheduln to  address replacemenf or
rehabllltatlon of thlrteen of the forty distribution reservoirs
whlch have structural problems. Although the reservoirs were
structurally sound when constructed, a lack of adeguate

maintenance has resulted in severe structurzl problems with
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-

some of the reservoirs. - These structural problems range from

deteriorated coatings to severe cracks reguiring complete

replacement of large reservoirs. Some of these reservoirs:

could'pbtentially have a major failure at any time and are
especially vulnerable to an earthquaké {see the photographs in

Attachment No. 3). The loss of the use of a reservoir due to

.Hstructural damage would result in water outages in areas of the

City. .Without these capital improvements' the City cannot

assure a reliable and adequate  supply of potable water. .Tﬁe '

specific structural - problems include the Zfollowing work

remaining to be done:

» The Bayview Concrete ‘Covered Reservoir (CCR), Point Loma-
Concrete Reservoi; {CR), and Soledad Precast Concrete Tank

(PCT) all have serious to severe structural problems causing

them to be vulnerable to collapse (see the photographs in’

Attachment No. 3).

e The Penasquites PCT, Rancho Bernardo CCR, San Carlos PCT,
and South San Diego CCR need to be rebabi;itaﬁed. with

" structural seismic retrofits.

» Due to 'coating failures at Chesterton Sfandpipe (sP), -

ﬁme;ald Hills.sp, Lomité Village SP, Paradise Hills SP, and
Redwood Village SP, the steel is' rusting and the tanks are

' vulnerablé to collapse.
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I

.Until recently, the WUD has done 'a fine job at meeting the :

dates, in the compliance agreement beétween DWFOB and the City.of

san Diego.. Construction has been completed on' Alvarado';

Regulating CCR, Del Cerro. CCR, and University Heights CCR.,:

Chesterton SP and Peradise Hills-SP will be demolishéd. Work

on the Redwood Village SP is currently under -way. Per letter

to a sthedule for work on Pt. Loma CR, Penasquitos PCT, Rancho
Bernardo CCR, San Carlos PCT, and South San Diego CCR.
Plans for the Bayview CCR were completed in 1881; however,

construction has been delayed die to a lack of funding;

Compliance Agreement Items No.. 12 and-13 require the City to

begiﬁ construction of the'Bayview CCR by August 31, 1886 and to

complete construction by August 31, 1988. 'Compliance Agreeﬁent'

Items No. 18 and 19 reéuire the -City to begin construction of
the Soledad PCT by October 5, 19858 and to complete construction

by Sepfember 16, 1989.°  The August 31, 1986 deadline has not

‘been met. Since the Bayview CCR must be completed before

cphstructiop.of the Soledad PCT can begin, Compliance Agreement
Items No. 12, 13, 18, and 19 will not be met. These items will
be delayed at least two years because the City has not secured

adequéte funding for the projects.

The,Bayvieﬁ and Soledad Reservoirs serve.approximately 60,000

pesople. These reservoirs are central to the City’s La Jolla

and Pacific Beach areas. It is essentizl that these important
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components of the system be able to “provide a reliable and |

1
. _adequate supply of pure, wholesome, healthful, and potabl‘ei
3?. water”, per Callifornia‘ Health and Safety Code Section 4017. :
51 B capital improvements program (CIP} has been proposed since at
g, least 1987, to. replace the Bayview CCR and 'the Soledad PCT.
7. - Further delays are unacceptable due to the high probability:
5 that the deteriorated roof of the Bayview CCR or the weakened !
9 walls of the Soledad PCT could collapse at any time, and cause
10 a prolonged water outage to a significant population.
11
yp  RLVARADO WATER TREATMENT, PLANT
13 . .
14 Because of recent outbreaks of Cryptosporidium in the United
15 States, the American Water Works RAssociation (AWWA} and DWFOB
18 have recently set treatment goals which are more stringent than
17 standards contained in Title 22, Chapter 17, in order to ensure
18 that . Cryptosparidium has been removed 'from the wa.ter (see
19 Cryptosporidium Action Plan in Attachment No. 4). .Disinfection
0 with chlerine has not been proven effective for inadctivation of
o1 _. Cryptosporidium; therefore, watershed protection and the
22'5' removal processes (-coagula-tiofx', flocculation, sedimentation,
232? and filtration) must be relied upon.
!
241 '
o5 ¢ In order to meet these goals, water treatment plants should be '
28 Ih optimized to produce an effluent tu'rbidi’ty goal of 0.1 NTU
27 consistently (85% of ‘the samples required every four hours,
\9 ! Page 5 of 35
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-determ;ned on a2 monthly basis) . . During 1985, the plant did not

meet a 0 1 NTU goal, but it did ‘meet the Tltle 22 standard of

0.5 NTU. The monthly average effluent turbidity,in 1985 has f

ranged from 0.10 to 0.18, with a 1995 median of 0.15 NTU. The
95th. percentile turbidity for each month in 1885 ranged from

0.16 to 0.31, with a 1995 median of 0.24 NTU. The operators

watér given the condition of the plant and the eguipment. The !

main p*oblem is the old and hydraulically overloaded treatment
processes, whlch are documented in a 1986. J.nspection report

-

produced by DWFOBR (see cover letter to Lhe Alvarado inspection

report in Attachment No. 5).

The‘hlvaraoo p}ant had a'brief treatment failure on May 24;
1995, when the combined effluent turbidity reached 1.8 NTU.
Some‘of the individual filter effluents exceeded 2 NTU. The
water._déliverad to the system met standards because toé
operator on duty %espoodeo quickly and appropriately by taking

the plant out of service. The event occurred when raw water

turbidity went from 2.9 to 6.0 NTU (median raw water turbidity

was aporox mately 1.7 in 1985); and the settled water turbldlty

went from 2.6 to 10.3 NTU. This indicates that the treatment

M

processes prior to filtration were not able to adequately treat

the water. Based upon this incident, DWFOB has serious

concerns about the ability of the plant to meet standards when

the raw water turbidity exceeds 5 NTU.
‘Page 6 of 35
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THe = flecculation and sedimentation - basins were originally

‘designed for. a flow "of 66 MGD, not 120 MGD.. .In the

sedimentation process, the weir overflow rates and the surface

loading rates are about three times above normal design |

criteria. for a conventional filtration plant (see page 27 of

the attached DWFOB 1996 -inspection report in Attachment No. 6

for a detailed evaluation). Consequently, at times the filters -

are overloaded with a significant amount, of floc carry-over

from the sedimentation basins. In addition, the sedimentation
process is susceptible to short-circuiting of flow and the old

sludge'remdval equipment is a maintenance problem.

The Alvarado Water Treatment Plant fs an old plant that shows

its age in several ways. Most of the process equipment is old

and deferiorating (refer to the picturés- in the DWFOB 1996

inspection report in Attachment No, 7} and subject to frequent

failure. Structurally, the flocculation and sedimentation
pasin walls, the 'sedimentation ' Basin columps, and the

sedimentation basin upper decks have many cracks (refer to the

pictures in the DWFOB 1986 inspection report in Attachment No.

B8}). The structures were not built to current code and may be

‘yulnerable to a seismic event {see pages 25 and 289 of the DWFOB

1886 fnspection'report in Atﬁachmenﬁ WNo. 6), which would render,f

the plant useless.

The backwash water from the filtration process is recycled by

discharging it into Lake Murray for settling at a point

Page 7 of 15
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approximately 400 feet from the intake tower. Although water
is not taken from .Lake Murray, every day, it-i1s used as alséurte

of raw water supply. Without adequate settling of the backwash

~water, the intake tower conld be withdrawing water with

increased loading of Giardia ‘and Cryptosporidium. 5ince the

sedimentation process in the plant is overldaded, the filters

are totally relied upon to.remove the pathégens. In other

words, the plant almost cperates as a dlrect ;1ltrat10n plant.

For thls reason, the flltratlon process should be optimized.

Anticipétéd- future growth of the population will create a
higher water dégand. fhe filtration-rate is limited by Title
22 regulations to a maximum flow ra?e per surface area of the
filter bed. A greater Qater demand will further challenge the

capacity df the current plant to filter water adequately.

A capital improvements program has been propesed since at least

"1889,. t§ upgrade the plant, equalize Ilow; add two more rapid

mixers, buiid parallgl flocculation and sedimentation basins,
build. ozonation facilities, build. new filters to replace the
old filters, and construct facilities to provide treatment of

the backwash water Drior.to recycling. It also proposes to

rehabllltate the ex;stlng flocculation and sedlmentatlon basins

with vertlcal turbine flocculators and better baffling to
minimize . short-circuiting. The new flocculation and

sedimentétion basins would lessen the flow in the old basins to

a more reasonable .rate and improve turbidity and pathogen

‘Page B of 35
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removal prior to the filters. With better pretreatment, newer

1i
25; ahd better filters, and treatment of the Back&ash water prior
Si “to recycling, the plant should be. able to meet the 0.1 NTU
- 4%_ effluent goal The new ‘basins would also provide a redundant |
5{ treatment process that would be designed to current selsmlc;
6; codes® and would not be vulnerable to the same seismic eventi
7. ‘.that may destroy the older basins. The new basins would also E
8 .pfovide the flexibility needed to allow the operatcxs to drain,
g rehabilitate, and maintazin the clder bésin$ and equipment .
10 | N _
11 The Rlvarado WTP capital improvements program is essential from
;o 12 . both a water gquality and structural viewpoint to ensure that g
' ‘13 ‘high - quality water is produced, and to address equipment and
'14 'structﬁfes in poor conditipn.' The major specific reasons that
15 the capital improvements at the Alvarado Plant are needed
e include the following deficiencies or issues:

17 2) The plant has had diffiqulty meeting the 0.1 NTU erffluent

18 turbidity goal for Cryptesporidium removal.
19 S : . ,
25_ b} The plant has not been able to adequately treat raw water
21!' : with high turbidity.
’ |
22, ¢) The sedimentation hydraulic capacity is inadequate based
3 H L
235 upon good engineering desmgn praCthE. both currently and- !
it . .
24 - for future ‘demands.”
25 ¢
26
.27
. ﬁ"'
B § Page 9 of 35
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d)’ Bécausg the plant was built pr;or to ‘the current seismic

codes, there is a potential problem with A seismic

vulnerability and catastrophic loss.

e) ' The backwash hatér is discharged into Léke Murray at a
peint which is close to the intake tgwgr,"potantially
recycling Cryptosporidiuﬁ and Giardiz, = and thereby

overloading the particle removal processes.

A

In'their October 15, 1986 response to the DWFOé 1896 inspection:

report, the WUD states, “The City has-a strong commitment to

the .continuatioh of the"klvaraﬁb Watgr Treatment Plant

expansion and rehabilitation proﬁect . 'However, the 20%

-comnleted d351gns are on hold until further fundwng bacomes

available.” Further delays are,unacceptable.

WATER TREATMENT PLANT OPERATIONS

Currently, each of the City’s water treatment plants has only

one ~operator with a .Grade 5 Water Treatment Operator

v, certification. There 1is no Grade 5 operator to supervise

operations if the -Senior Water Operations Supervisor is on

vacation or, otherwise unavailable. The Senior Water Operations

SuperVLSDr 15 also often at various meetings requlred by the.
: job. *Tha- Water Operatlons Superv1sor typlcally superVLSes 24-

hour operations. Due to the size of the plants, their age, and

the commitment to optimizing treatment to meet a 0.1 NTU goal,

. Page 10 of 35
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“all operators with' 24 hours per day responsibility, such as the

superintendent, the Senior Water Operations Supervisor, and the
Water .Operations Supervisor are required to have a minimum

Grade 5 certificate,

‘PUMP PLANTS, TRANSMISSION, AND WATER MAIN PIPELINES

The City of San Diego has six pump plants (also called booster

stations) that are in critical need of rehasbilitation. These
are.included as part of the City’s CIP program, but currently

there is no funding for compieting these projects.

For instanée,_thé §5th and Herrick Pump Plant (PP) was built in

. 1549: it still has the original phmps. Thesa pumps are Very

noisy and sound like they are experiencing cavitation.

The City of San Diego has several transmission pipelines that‘l

are +4in ecritical need of repair -6r replacement. Theze are
is no funding for completing these projects.

For instance, the Otay 2 Pipeline, which purveys water from the
Otay ﬁTP north teo the 480 pfessure zone and-west to Coronado
and Imperial Be;ch,_ was built in the 1320's. It was
constructed of unlined steel and is'vﬁlnerable to corrosion and
rupture.‘ As recently as April 8, 1898, a 40;indn diameter

section ruptured.' A capital improvements program has been

Page 11 of 35.
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proposed since at least 1989, to replace the Otay Pipeline.

Further delays are unacceptable. .

Another transmission pipeline, the Boﬁita Pipeline, which
ourveys water from the Otay 2 'Pipeline north to the 536
pressure zone and west to North Park and downtown, was bullt in

the 1820's. "It was constructed of rlveted steel and is

vulnerable to corrosion and rupture. As recently as April g,

1993, a 28-inch diameter section ruptured.

Another trahsmission pipeline, the 51- 1nch diameter eramar

"Pipeline, whlch purveys water from the Nlramar WTP west to era

Mesz and Del Mar, was built in the 1960'5, It was constructed

of prestressed concrete steel cylinder pipe and is wvulnerable

to corrosion and rupture. Prestressed concrete steel cylinder

pipe can actually 'explode' from the water pressure if- the

prestressing wire‘corrodes-and'snaps. Two of these failures

occurred on the eramax Pipeline 1n the last ten years, one

sectzon ruptured as recently as 1992

Throughout many older sections of the City there are various

water mains l6-inch diameter and less that are in critical need

of reﬁlacement. These water mains were cohstructed 50 to 70

years ago of unllned cast iron ploe and are vulnerab;e to
corrosion and rupture‘ During 1095, there were approximately

300 water main break that reouired the feplacement of broken

pipe. Numerous other fepalrs were also required. The City has-

"~ Page 12 of 335
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been gradually replacing unlined cast iron pipe since 1968.

There are still approximately 160 miles of unlined cast iron

pipe in the system. When fﬁndiﬁg.has-been available, 10 fto 15

miles has beeén replaced per year. However, due to the work -

that is needed on the distribution system»resarﬁoirs, there is

. 1
currently very little funding for mainline replacement.

CROSS-CONNECTION CONTROL PROGREM

The compliance agreement (see Attachment No. 2) between DWFOB,
and the City of  San Diego included a schedule to address the
deficiencies in the cross-connection control program including

the following:

al The City had not completed & survey to identify water user

premises where cross-connections are' likely to occur. In
response, WUD increased its créss connection. control
érog;qm staff who perform the surveys from three to ten
'positiﬁns. The City has made _brogress since .i994p
preoactively pursuing surveys and requiring backflow
protection where appropriate.  To. date, approximately
11,000 of 58,000 sites have been surveyed. The City must

approximately 4500 connections per year. 0f special

concern are areas of the'City where recycled water will be

utilized by August 1337. The City WUD staff have done an

excellent Jjob, and have recently stated‘that they have '

Page 13 of 35
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surveyed all connections in the areas where recycled weter

will Dbe utlllzed. Now the City must lmnlement whatever

corrections are needeq to bring those sites into’

compliance with state ;egulations.

Per the compliance agreement, WUD has also corrected

deficiencies with City—ownedubackflow prevention devices,

conducted surveys of 21l connections to City-owned

facilities, and installed devices where required.

Per the compliance agreement, WUD has also identified all

‘air/vacuum valves . vents located below grade. Air/vacuum

valves vents Located below grade could cause a cross-

‘connection due to flooding or Dbacksiphonage.- Vent

openings must be extended at lezst one foot above grade te
prevent surface wabter irom being siphoned into the

distribution system. The 1993 inspection found air/vacuum

valves vents located in wvaults, including some that were .

flooded. The WUD intends to contract out & lot of the
work, aed.ie currently.pfeparing plans'and bi& paqkages.
To date 23 air/vacuum valves vents have been raised above
grade. The City has 429 more sites to perrect.

CONCLUSIONS OF LAW

Based on the above Findings of Fact, the Department finds that

the City has violated the followiné:

‘Page 14 of 35
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~ DISTRIBUTION RESERVOIRS

Hea;t-h and Safety Code, Division 5, Part 1, Chapter 7, Article !

2, Section. 4017 "Opsrational Requirements" states, "Any persen

who operates a public water system shall do all of the

. folleowing: . . . (c] Provide a reliable and adecquate supply of

pure, wholesome, healthful, and potable water™. Due to the
structiral problems in the reservoirs, as documented in DWEFOB's

January 1984 inspection report, the City can not assure a

reliable supply of water to the potentially affected areas of -

the city. Critical work on the Bayview and Soledad Reservoirs,
which serve approximately 60,000 people, has beeh delayed many

years due to a lack of funding.

¢alifornia Code of Reg;:lations (CCR), Title 22, Division 4,
Chapter 16, Article 2, Section 64560 (a) (1), (2), (5), and (6)
requires that thé reservoirs be desighed.and constructed to "be
frae of.structur;l'énd sanitary haiards"; "protect the qualify.

of the water delivered toluse;slat all times", "withstand, with

ample safgty factors, the physical stresses imposed during -
normal operation”, and "minimize the efféects of ... structural .

Failufes, earthquakes...". ARlthough they were constructed to_“

meet these requirements, due to age, deterioration, and .lack of

adeguate maintenance, some of the City’'s reservoirs no longer

meet these basic design requirements.

Page 15.0f 35
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ALVARADQ WATER TREATMENT PLANT

Health and Safety Code, Division 104, Part 12, Chapter 4,

Article 3, Section 118300. “Legislative findings” states the

following, .

!

"The Legislatufe finds and declares all of the following:
(a) Every citizen of California has the right to pure and
safe -drinking water.

(=) This chapter is intended t@ ensure that the water
delivered by public water systems of this state éhall‘at_qil

times be pure, wholesome, .and potable. This chapter provides

. the means to accomplish this objective.”

Health and Safety Code, iDiﬁisipn 104, Part 12, Chapter 4,
Article 3, Sectioﬂ 1}6360 (C) states, "To thoroughly address
the public health risks curreﬁ;ly posed by cryptosporidium, in
particular, the departmeﬁt shall ensure that .its initial
cryptospcridiﬁm action plan, thaF has been circulated to publ%c
water éystems serving more than 1,000 service conngction;,'is

comprehensively implemented . . .™. The cryptosporidium action

plan states the following:, The Alvarado WIP does not meet this

criteria.

"o “The .supplier should sendbrse the idea that a properly

designed and operated plant will be able to consistently

Page -16 of 35
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achieve an éffluent.turbidity of 0.1 NTU and thefeby achieve
an effluent cuality which presents the lowest bathogen risk

to system customers.”

The Alvarado plant shouid be optimized to produce water .

meeting an effluent turbidity goal of 0.1 NTU consistently.
This goal has been set by the American Water Works

Association (AWWA) also. Since, the Alvarade plant was

built over 40 years agé, it has some serious design flaws at °

a peak flow of 120 MGD (sese the attached DWFOB 1996
inspection report in Attachment .No. 6). As documented in
this report (pages 16-13), the.plant did not consistenfly

meet an effluent turbidity of 0.1 NTU during 1895,

The cryptosporidium =zction plan also states that a water
treatment plant should operate "“unit treztment ﬁrocesses gt
hydraulic  loading rates that will enable meeting
optimiz%tion goals.” Tﬁe hydraulic loading rate through the
flocculation and sedimentation basins is about three times
the RSCE/AWWA design parameteré_at a peak flpw‘of 120 MGD
(see pages 27 of the DWFOB 1896 inspection report in

Attachment Ho..8).

'ThEWCryptOSporidium action plan also calls for “optimizing

the performance of backwasn'wéter Tecovery systeﬁs.” The

backwash water from the filtréfibn process is recycled by
discharging it into Leke Murray for settling at a point

approximately 400 feet from the intake tower.

Page 17 of 35
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Health-and:Safety dee, Division. 5, Part 1,. Chapter 7, Articig

2, Section'ml?' "Operational Regquirements" states; "Any person.

who operates a public water system shall do all of the

following: . . . (c) Provide a reliable and adequate supply of |

pure, wholesome, healthful, and potable wat!er-“.' " Due to the

deteriorated condition of the Rlvarado WTP and the inability of

the plant to meet 0.1 NTU,.as documented in DWFOB's 1996

inspection report (see Attachments No. 6,.7, and B), the City
can not assure a reliable supp‘ly"of water to the central areas

of the City.  Critical work -on the Alvarado WTP, which serves

_approximately 542,000 people, has been delayed many years due

to a lack of funding.

WATER TREATMENT PLANT OPERATIONS

" Section 7107, Group 2, Chapter 5, Title 17, CCR ;equifes a

Grade 5 Water Treatment Operator certification for operaters

with “24 ‘Hoqrs/Day.Resboﬂsib:}lit‘y . (Superintenderit, Assistant
Superinténdent, and Chief Ope;a.tor}’_’ of a 10 MGD or larger

plant capacity.

currently, each ‘of the City’s water tréatment plants has only

one, operator with a Grade &5 Water Treatiment Opeérator

certification. There is no Grade 5 operator to. supervise
operations if the S8enior’ Water Opérations Supervisor is on

‘vacation or.otherwise unavailable due various meetings. or other’

Page 18 of 35 S
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.responsibilities required by the job. The Water Operations

superviscr typically supervises 24-hour operations.. In order

to assure compliance with these regulations a minimum of two

Grade V operators is needed for each of the Alvarado, Miramar,

and Otay water treatment'plants. 'The City does not meet this

requiremants.

PUMP PLANTS, TRANSMIéSION, BND WATER MAIN PIPELINES

Health and Safety Code; Division 5, Part 1, Chapter 7, Article

.2, Section 4017 "“Operational Requirements”" states, "Any person

who operates a publié water system shall do all of the
following: - {c).Provide a reliablé and adaquate‘§upply of
pure, wholesome, healthful, and potable water". Due to the
pipelines being'vulnefable to corrosion and rupture brobléms,

as documented in ‘the Findings of Fact above, the City can not

sssure a reliable supply of water to the potentially affected

areas of ‘the City. The City of San Diego has six pump plants,
several transmission-pipelines} and mﬁny very old water mains

that eare in critical need of rehabilitation, repair, or

replacement. This work has been delayed due to a . lack of

funding.

CCR, Title 22, Division 4, Chapter 16, Article 2, Section 64566

. {2) requires that “distribution systems be designed to maintain

an operating pressure at all service connections of not less

than Z0 pounds per square incﬁ'gauge (psig)™. Due to age and

Page 1% of 35
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deterioration, some of the phmp plants may fail to provide the

required préssure in the distribptioﬁ system.

CCR, Titlé 22, Division 4, Chapter 16, Article 2, Section 64560

- {a) {3) reaulres thzt pipelines be des;gned and constructed to

"withstand, w1th ample safety- factors, the physzcal strnsses

imposed during normal operation”. Althoudh they were

coprstructed to meet these requiremgnts, due to age, corrosion, -

and deterioration, some of the City's pipelines no longer meet

these basic design requirements.

CROSS-CONNECTION CONTROL PROGRAM

¥ealth and Safety Code, Division 5, Part 1, Chapter 7, Article

*2, Section 4017 "Operatxanal REqu;rements" states, "Eny perscn

who operates a public- water syshem shall do all of the
following: . . .(b) Ensure that the system will not be subject
to backflow under normal operat ng conditions". Section 75E5,

Grouﬁ 4, Chapter 5, Title 17, CCR requires  that "The water

supplie} éhall evaluate the degree of potential health. hazard i

to the public water supply which may be created as a result of

'condltlons exlstlng on a user's premases The City has made
’signiflcant progress, but stlll has a backlog of forty-seven

.. thousand cennections to survey and evaluate.

CCR, Title 22, Division & "Environmental Health", Chapter 16

“California Waterworks Standards", Article 5, Section 64636 (a)

Page 20 of 35
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{
1: (1) states, "Vent openings ‘for air and vacuum relief and air E
2 i‘elease valves shall be extended .at least one. foot (0.3 méters) i
3 above grarde and ab‘ove: mgximum recorded high water." There aré ;
- 4" c;urrently 4?9 air/vécu.um valve vents that are in below ground
5 vaults, which must be raised above grade because of the
g  potential for the vaults to collect rainfall.'
8- QRDER :
10 Pursuant to Section 116655, Article 9, Chapter 4, Part 12,
1) Division 104 of the California Health and Safety Code (HSS
12 COdle), t‘;he Depar-tment. hereby orders Respondénts‘, the City of
13 $an Diego, to do <the following to ensure that the water
14 supplied is at 'all times pure, wholesome, healthful, .and

15 potable:

16 , .
17 1. The City shall 'submit a plan to provide funding to
18 complete the itezﬁs in this ,compliahce order by April 30,
19" 1997.
20+ , ;
5y; ¢ 2. The plan to provide funding to complete the items in this
20 compliance shall be approved by the City Council by June
o3k 30, 1997.°
24 | " .
‘255' 3. At least gquarterly, the. City shall submit a progress
56 E report on the status of each item in the compliance order.
27{
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A meeting with the Department may be‘supstituted.fbf a
progress reﬁort;

RESERVOIRS

For Redwood Village &P, the City shall complete

rehabilitation of the reservoir by April 30, 1997.

" For Paradise Hills 'SP, the City shall ccﬁplete demolition

of the reservoir by October 10, 1887.

-

- For $outh San Diego CCR, the City shall submit the plan

for ‘the structﬁral rehabilitation by December 31, 1887.

For Point Loma CR, the City shall submit the drawings for

rehabilitation of the reservoir by March 2, 1998,

For Rancho Bernardo CCR, the City shall submit the

drawinés for the structural work by May 289, -1988.

For Bayview CCR, the City shall submit the drawings for
. . . . M ! = .
the construction of the new replacement reservoir by June

i's, 1998.

For Point Loma CR, the City shazll begin rehabilitation of

‘the reservoir by September 1, 1998.

Page 22 of 35
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11. For Bayview CCR, the City shall begin construction of the .

1
ot new replécemeﬁt reservoir by October 20, '1888. E
34 |
4 12. For Rancho Bernardo CCR, the City shall begin construction
5 by November 30, 1398,
. | |
7z 13. For Point Loma CR, the City shall complete rehabilitation -
8 A of the reservoir by July 6, 1989, ;
g
10 14. For Rancho Bernardo CCR, the City shall complete
11 construction of the structural work by March 31, 2000.
12

13 is. For Penasquitos PCT, the City shall submit the drawingé

for the structural work by May 4, 2000.

ER-3
15 . . ,
16 i6. For San Carles PCT, the City shall submit the drawings for
17 the structural work by May 8, 2000. 4
18, : _ o
190 17. Tor Soledad PCT, +the City shall submit the drawings for -
20% the construction of the new replacement reservoir by
i . A s
R ’ !
21; August }, 2000.
22| | _
23§ 18. For Bayview CCR, the City shall complete construction of -
24@ the new replacement reservoir by October 30, 2000.
25§
i . ] . .
28 b 19. For San Carlos PCT, the City shall begin construction by
27 | Octeober . 31, 2000, '
& ' Page 23 of 35
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20. For Penasquitos PCT, éhe Cipy shall begin construction of -°

-

by November 30, 2000.

21. For Soledad PCT, the City shall begin constrﬁction of the

‘'new replacement reservoir by December 1,'2000.

'22. For Penasquitos PCT, the City shall complete construction

of the structural work by April 30, 2001.

" 23, For 5cledad PCT, the City shall complete construction of

the new replacement reservoir by Mareh 1, 2002.

24. For San Carlos PCT, the City shéll'complete.construction

of the structural work by April 18, 2002.

ALVARADD WATER TREATMENT PLANT

25, For the Alvarado WTP, the City shall submit -the revised

plan to break up the construction into different phases by

February 28, 1828.
26. For th:é Alvarade WTP, Earl Thomas Demeclition (currently

Phase D), the City shall begin the work by February 28,

1958,
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27,

28.

29.

30.

31,

32,

33.

N R

Compliance Order No. 04-14—96C0-022

For "the Alvarado WTP,'College Ranch Pump Plant Kcur:ently ;

Phase C),. the Cit& shall begin construction by April 30,'5

iges.

For the Alvarado WTP, Operations Building (currently Phase

B), the City shall bégin- constructioﬂ by November 30,

1998.

For the Alvarado WTP, Earl Thomas Demolition (currently

Phase D), the City shall completé the wdrk by November 30,

1988,

For -the Rlvarade WTP, Filters {currently Phase E), the

. . o o* ,
City shall begin construction by November 30, 1899.
For the Alvarado WTP, College Ranch -Pump Plant (currently
Phase C), the City shall complete constructiqh by November

30, 1998.

For the Alvarado WIP, Operations Building (currently Phase

B), thé City shail complete constructioh-by January-23,5

2001,
For th% Alvarado WTP, New Basins (currenfly Phase .F), the
city shall open bids for the construction by October 1,

2001.
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Compliance Order No. 04-14~955C0-032 |

34. For the Rlvarade WTP; New Basins (currently Phase F), the

City . shall Begin construction by November 30, 2001.

35. For the Alvarado WTP, F¥Filters (currently Phase E), the
City shall complete construction by November 30, 2001,
. N M o .
36. For the rlvarado WTP, New Basins (currently Phase F), the

City shall complete construction by December 1, 2003.

WATER TREATMENT PLANT OPERATIONS

37. The City shall do ever}thing within its power to optimize
 treatment at zll of the City’s water treatment plaﬁts, in
order to produce an éffluen? turbidity.goal of 0.1 NTU in
95% of the Eampleé required every four hours, detefmined

on a monthly basis.

38. Due ‘to the size of the plaﬂts, qtheir age, and thes
commitment to optimizing tfeatment.;o meet a 0.1 NTU goal,
21l operators with 24 hours per day responsibility are
required to have a minimum .G;adet‘ 5 certificate.
Specifically, by December 31; 1887, a minimum of two
operators with a Grade‘ 5 ﬁater Treatment, Operator
cértification shall be assigned'to‘wﬁrk fuli—time at each
water treatment plant. In éddition, the superintendent
“supervising ﬁhe three water tréatment plants shall possess

a Grade 5 Water Treatment Operator certification.
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44,

45,

46.

Compliance Order No. 04-14~96C0-D22

PUMP PLANTS

For the Bayview PP, the Cify shall submit the drawings for

construction by February 11, 1988,

For the Deerfield PP, the City shall submit the drawings

for construction by March 26, 18598.

For the Bayview PP, the City shall begin construction by

July 1, 1998.

For the San Carlos PP, the City shall submit the drawings

for 'construction by July €, 182B.

For the Deerfield PP, the City shall begin construction by

September 30,. 1998,

For the San Carlos PB, the City shall begin construction”

by December 15, 1988,

For the Bayview PP, the City shall complete  construction

by December 31, 1882B.

For the 65th & Herrick PP, the City shall submit the

drawings for construétion by December 31, 1888.
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* Compliance Order No. 04-14-36C0~0322

47. For the 65th & Herrick. PP, 'the City shall ‘begin

)
2 . construction by July 2, ‘1889,
3 . _
4 - 48. For the: San Carlos PP, the City shall complete
5 . construction by December 15, 1988.

"7 .. 49. For the Deerfield PP, the City shall complete construction

B8 by December 30, 193989,
9 .
10 50. For the 65th & Herrick PP, the City shall complete
11 construction by May 15, 2000,
12
13 51. For the Rlvarado PP, the City shzll submit the drawings.
14 for construction by September'lz,'zooo.
15 :
16 52. For the Catalina PP, the City shall submit the drawings
17 for construction by Deceﬁber 28, 2000,
18
19 53. For the Alvarado PP, the City shall begin construction by.
' March 29, 2001, :
20 ! : r
21, ; :
22; 54. TFor the Catalina PP, the City shall begin construction by ; 
23 i June 1, 2001.
24 .
zsi 55, For the Catalina PP, the City shall complete construction
26% by May 31, 2002.
)
2714 .
I -
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58.

59.

60.
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Complidnce Order No. 04-14-956C0-022

For the Alvarado PP, the City shall complete construction

by June 27, 2003.

TRANSMISSION PIPELINES

For the Miramar Pipeline Improvement Phase II, the City

shall submit the drawings for construction by February 2,

1988.

For the Miramar Pipeline Improvement Phase II,

shall begin construction by July 15,

- 1988,
For the Otay 2 Pipeline, north of State Route 24,
shall submif the drawings by February 1, 1999,
shall submit the drawings by March 16, 1989,

For the Miramar Pipeline Improvement Phase II,

shall complete construction by July 15, 1898,

For the Otay 2 Pipeline north of State Route 94,

shall begin constructicn by July 15,

- Page 29 of 35

1988,

for the Otay 2 Pipeline, south of State Route 94,

-shall submit an alignment and phasing program by

. For the Miramar Pipeline Improveﬁent Phase III,

1998,
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64.

65.

66.

67.

68.

69.

70.

71.

72.

For the Miramar Pipeline Improvement Phase III, the

shall begin construction by November 1,.1999.

Compliance Order No. 04-14-96C0-022

City

For the Otay 2 Pipeline north of State Route 94, the City

shall compléte construction by July 14, 2000.

For Bonita Pipeline FPhase II, the City shall submit the

‘drawings by May 10, 2001.

For the Bonita Pipeline Phzse II, the City shall begin

.construction. by Cctober 31, Z001.

For the '‘Bonita Pipelinse Phase II,, the City shall cqmplete.

constructich by Octcobér 1, 2003.

For the Miramar Pipelihe Improvement Phase IV, the

shall submit the drawings by March 17, 2004.-

For.the Miramar Pipeline Improvement Phase III,.the

shall complete construction by June 30, 2004.

For the Miramar Pipeline Improvement Phase IV, the

‘shall begin construction by November 1, 2004,

For the Miramar Pipeline'improvement Phase IV, the

shall complete construction by June 30, 2008,
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76.

Compliance Order No. 04-14-86C0-022 .

WATER MAIN PIPELINES

The City' shall awérd contracts . for construction of at
least ten miles of water main replacement_per fiscal year,

starting July 1, 1997. . a

Every six months, the City shall submit. evidence of

adeguate progress‘toward_ccmpliance‘with item number 73.

CROSS-CONNECTION CONTROL PROGRAM

The City shall submit documentation to demonstrate
compliance with stzte regulations regarding cross-
connection control, in all zreas of the City that will be :

served by fecycled water, by June 30, 1237.

The City shall not 'supply recycled water within their
service area, until the City's crecss-connection control

program is determined to be in\rcomplianée with state

‘requlations, in all areas of the City that will be served -

by récycled water. "In compliance with state regulations" ..

means the City  continues implementing the six required
elements of a cress-connection control program required by
Section 7584, Group 4, Chapfer 5, Title 17, california

Coder of Regulations. Nothing in this directive shall be
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Compliance Order No. 04-14—96CQ—§22

1 construed to deter or delay the construction of wate;‘
2 reclamation facilitiés. . ‘ .
3 _ .

) 4. 7?. To insﬁrE'that there are né cross connections between the
5 reclaimed water piping and the potable water piping, a
5 shutdown test must be perﬁormed by WUD and witnessed by
% - the San Diego‘County Environmental Health Department or
8 " DWFOB, prior to delivery of any reclaimed water to any use
g' ‘ site, and every' four years  thereafter. Annually, the

10 . potable water burvayor must visuglly ins#ect the site and
11 review any changes iﬁ piping with the user supervisor.

12

i3 78. Each Trecycled water use site must have an adequately
14 trained user supervisor in corder to control the on-site
15' piping -and prevent any cross connections. The user :
16 supervisor must keep as-built plans up to date and on the.;
17 - ‘ site.

18

18 79. The City shall start work on the remaining 429 air and

20 vacuum relief valves and air release valves in the City's
21~ water system, thet must have their vents raised above é
Do | : grade, by February 28, 1937. : §'
23 | :

o4  B80. The City Ahall complete. work on thirty percent -of the

25 remaining 429 air and vacuum relief valves and air release

City's water system, that must have their

o6 valves in th
o7 vents raised above grade, by February 28, 18889, :
®' ' ‘ '~ Page 32 of 35
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Compliance Order No. 04~14-96C0-022

81. The City shall'-complete: work on sixty psrcent of the
remeining 429 azir and vacuum relief valves.and air release
valves in the City's water'system{ that must have their

vents raised above grade, by Febrﬁary 28, 1889,

- 82;. The City ‘sﬁall gdmblete the cross-connection control

survey. in all areas of the City (to determine the nesd for
backflow protection a2t all service connections) by June

30, 2007.

B3. Every six months, the City shall submit documentaticn to
demonéfrate adeguate progress toward Fompliance with item
number §2. | '

DWFOB reserves the right to modify this Order as deemad

necessary to protett pﬁblic " hezltH and safety. Such

mpdificétions may be issued as‘amendments to this Order and

shall be effective upon issuance.

All submittals to° DWFOB required by this Order shall be

" addressed to:

Toby J. Roy, P.E.“"

District Engiﬁeer ‘
Drinking'Water Field Oﬁérations-E;anch
1350 Front Streest, Room 2050

San Diego, CA 92101
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Compliance Order No. 04~14-986C0-022

1
2 -IERM
3
N 4 This- Order shall become effectiﬁe es of the date herszof. If
5 the City is unable to periorm the tasks spec}fied in this Order
5' for any reason, whether within.or beyond'the City's control,
g and if the City notifies DWFOB in writing no less than ninety
g ' days in advance of the due date, .DWFOB may.extend_the time for
g peffefﬁance if the éity demonstrates that they have made their

10 best efforts to coﬁply with the schedules and other
11 requirements of this Order. If the City fails to perform any

of the tasks specified in this Order by the time described

12
13 heréin or by the time as subsequently extended pursuant to this
14  paragraph, tbe'City shall be deemad to-have failed to comply
15 with the ObllcathDS of thls Order and may be ‘subject to
ié additional juq1c1al actlcn, 1ncluc1ng v11 penaltles specified
17 in Health and Safety Code, Section 116725.
18 , .
19 The State of California shall not be 1iable for any injuries or
20 damages to persons or prcperty resulting frem acts or omissions
N i
21 - by the City, its employees, agents, or COntractors in carrylng i
22: put activities yﬁrsuant to this Order, nor shall the State of
i . . : _ '
_23E California be held as a party to any contract entered into by
24; the City or its agents in carrying cut activities pursuant to
25%‘ this oOraer. y isspance of this Order, DWFCB does not waive
262 any further enforcement actions.
i '
27§
¥
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Compliance Order No. 04~14-96C0—02§

PARTIES BOUND -

This Order shall apply to and be binding upon the City, its
officers, directors, agents, employees, contractors,

successors, and assignees.

" SEVERABILITY

The requirements 6F fhis Compliénce Order are severable, and
the City shall combly with each and every provision thefepf
notwithstanding the effecﬁiveness of éﬁy provision. Should any
Dart; term orvprovisibn of the Order be decided Dby Ehe Courts
to be illegal or in conflict w1th any 1aw of the State of
California, or otherwlse rendered unenforceables or lneffnctual

the validity of the remaining portlons or prov1szons shall not

be affected‘therebyr-

’/Q%/?7 : B | . )&;ﬂj 2ﬁ;¢“¢yﬁﬁ;2&:

Date ’ Gary ngamoto, P.E.
' Chief
South Coastal Reglon
Drinking Water
Field Operations Branch

ttachments:

January 25, 1894 letter on the 19293 DWFOB inspection
Compliance Agreement No. 04-14- 54C0-004 .
Photographs of distribution system reservoirs.

Dept. of Health Services Cryptosporidium Acticn Plan
July 31, 18%6 letter on the Alvarado Plant’ inspection
Alvarado Surface Water Treatment Rule Evaluatiobn Report
"Photographs of deteriorating eguipment at Alvarado
Photographs of structural deficiencies at Alvarado

DL RHMS WN P

5701C0.DOC\City of. San Diego DRisk 3\BEB
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L State of Californis—Haalth and Human Services Agency

dff,  DPepariment of Health Services

SANDRA SHEWRY :
™ e
April 27, 2004 : - .
¢ RECEIVEDCIP
Mr. Larry Gardner -
Water Department Manager ) APR 3 0 2004 ‘
, Zﬂtg. gf Si?gg?&go . Records Mansgement

San Diego, Ca £2101

CITY. OF SAN DIEGO, SYSTEM NO. 3710620 . )
AMENDMENT #‘10 TO COMPLIANCE ORDER 04-14-86C0-022

- Dear Mr, Gardner,

Per the Cily of San Diege's (City) letter dated March 17, 2004, which is attached, the
Department of Health Services, Division of Drinking Water and Environmental
Management, Figid Operai{cns Branch, (Department) has reviewed your request for an
extension to fulfill some of the requirements of Compliance Order No. 04-14-96CO-022,
., Amendment Number 9 was issued Juna 25 2@93 and addressad changes in the ;
©. ' 'schedule for the projects. L .

The justificafions for thess changes include a diﬁ’erent sgope of work fund!ng, and
scheduling issues, which have been discussed with the Department at previous
meetings. In addition, some items regarding the Alvarado water treatment plant have
been added in order to aveid confusion. Ozone equipment for both the Miramar and
Alvarado Water Treatment Plants will hava the same schedule. Therafore, the changes
in Gomphanca Order No. 04-14-86C0-022 and Amendment Number 8 must be made,

In order to avoid confusion and facilitate tracking of the schedute, all of the projects are
listed, whether the date was chznged or not.” The directives that have been changed

are indicated by underlined texi. The Depariment approves the City's requesttc change
the achadula as reflecied inihe foﬂowmg dlrec:twes. . ‘

‘No.t1  The City shail submit'a plan o prowde funding fo complete tha tems in this
compliance order by April 30 1997. {Complatad).

No.2 The plan to provide fundmg to complets the items in this oomplranca shall be
approved by the City Council by August 12, 1897. {Completed).

No.3 Afledst quarisry, the City shall submit a progress report on the status of sach
item i the campltan::e order. A meeting wiih the Departmerrt may be
substituted for a progress report.

" Southern Califamia Drinking Watar Fisld Oparatms Eranch
1350 Front St., Room 2030, San Disgo, GA 821 o1



Mr. Larry Gardnsr ' Compliance Order No., 04-14-86C0-022, Amén_dmeng No. 1 0

Pa a2 of8
Aprﬂ 27, 2004

No. 4
. No.5

Na. 6

No. 6a
No. &b
No, 6¢

No. 7

" No.8:

No. 8a
No. 8b
No. 8c
Ne. 9

No. 10

No. 11

Far Redwood Village 8P, the City shall comiplete rehabﬂitatron of the I'ESENDII‘
by April 30, 1897. (Completed).

For Paradise Hills SP, the City shail complete’ demolition: of t"he reservoir by
Octaber 10, 19&7 (Gompleted) ' o

For Otay Watsr Treatment Plant Cleatwel (formerly South.San. Dlego CCR),
the City shall submit the plan for the structural rehabllitation by October 24,

2002, (Completed).

For Otay Water Treatment Plant Clearwsll (formeﬂy South San Diego Reservair
Ne. 2}, the Clty shall subrnit plans by qu 18; 2001 (Gompieted)

For Otay Water Treatmant Flant Claarwell (formerly South San Diego Reservoir
No. 2), the City shall begin construction by April 30, 2003, (Completed).

For Otay Water Treatient Plant Clearwall (formerly South San Diggo Reservoir
Ne: 2), the Clty shall end Gonstmcﬂon by April 1, 2035

For Paint Loma GR,. tha Clty shaﬁ sub lithe drawlngs for rehabiiftatian of the

.reservair by Apnl 26 1849, (Completed); o
For F Ranc:hb Bernardc CCR; the City shalf submit the drawmgs forewa@s-r-a#

rehabllitation work by June 30, 2006 Decamber-34-2005.

For Black Mountain Reserva[r the City shall submit plans by May 1, 2000,
(Completed). , ,

For Black Mountain Resen/mr the City shal! beg:n construchon by Sep’tember
1, 2000. (Completed).

Far Black Mountain® Resewmr, the City shail end construction by December 31,
2001. (Compietad) :

For Bayview CCR, thé City shall submit the drawings for construction of the. -
new replacement reservoir by February 1, 2000. (Gomplefed)

For Point Loma CR, the Gty shall begin rehabllitation of the reservoir by
September 27, 1999. (Completed).

For Bayview CCR, the Cliy shall begin construction of the new replacament
resarvoir by Octobar 2, 2000 (Compizte). )

For Rancho Bemardo CCR, the City shall begin rehabllitation of the resarvoir
sanstrustion by December 31, 2885 2006.
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No. 13
No. 14
No. 15
'.No. 16
No. 17
'Nt‘m 18
No, 18
o0
No. 21
Na, 22
No. 23
No, 24
‘No. 25
No. 26

No, 27

For Point Loma CR, the Clty shall complete rehablhtation of the raservotr by
May 16, 2000. {Completed).

For Rancho Bernardo CCR, the Clty shall comp!ete;ehahilitaﬂcn of the
resenvoir eeaa#&ah&n—ef—%he—sm;;a!-wask by January 31, 2667 2008.

For Penasqultos PCT, the Gzty shall submit the drawings for the sfrUcturaI work
by May 4 2001. (Compieted), :

For San Garlas PCT, the City shal} submilt the cirawmgs for the structural wark

by Octobarz 2000 (Complete).-

Far Soledad PCT, the C[ty sha!l submlt the drawmgs for the construction of the
new replacement reservoir by February 1, 1890. (Completed).

For Bayview CCR, the Cliy shall complete construgtion of the new repiacement
reservolr by April 30, 2002, {Completed).

For San Catios PCT, the Clty shall begln canstruction by May 1, 2001.
(Completad). ,

ForPenasquitos’ F’CT the Gfty shail begin canstructmn by November 30 2001 L f

{Complefed).

For Soledad PCT, the City shall begin construction of the new replacement
reservoir by Septemnber 1, 1999, (Cnmplated)

For Panasquitos PCT, the City shall complete-construction of the structural
work.by December 28, 2002. (completed)

Far Soledad PCT, the City shall complete cmstructlon of the rnew repiac;ement
resefvoir by September 1, 2000. (Completed).

For San Carlos PCT, ths @ty shall complate construction of the siructural work
by Novamber 1,2002, (Cc:m pleted)

For Alvarado WTPR, ths City sha!l submit the.revised plan to bregk up the
construction into different phases. (Campleted).

For Alvarado WTP, Begin consfruction of the Earf Thomas Reservolr by
February 1, 2003. (Completed),

For Alvarado WTP, College Ranch Pump Plant (cumrently Phase C), the City
shall begin construction by November 30; 2001, (Complated).
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No. 28
. No. 29
'Nc.' é@
No. 31
Ne. 32
No, 33

No. 34

.- No. 35

Na, 36 .

No. 37

No, 38

For Alvarado WTP Operations Buiid‘ ing (curnantiy Phase B) the Ciy shall
begin construction by November 30, 2001, Waork Deleted {Amendment &),

2005,

For Alvarado WTP, Filters {currentty Phase E), ms City shall be.gm (:onsh'uc’don
by November 30, 1988, (Completed). :

For Alvarado WTP, End construction of the Eari Thcmas Reservo:r by July 1,

For Alvarado WTP, Co!lege Ranch Pump Plant {currently Phase C}, the Clity

shall complete construction by December. 1, 2003, (Completed),

For Alvarade WTP, Operations Buildi ing (currently Phase B), the City shall

-complets.construction'by December 1;2003. Work Deleted: {Amendment B),

For Alvarado WTPR, New Basins (currently Phase F), the Clty shail open bids for

the construction by December 1, 2003, (Completed).

For Alvarado WTP, New Basins {currently phase F), the Oity shall begin
construction by Aprit 1, 2004, (Completed).

For Alvarado WTP, Filtsrs (currently Fhase E), the City: shail camp]eta
canstruction by November 30, 2001. (Complefed).

For Alvarado WTP, New Basins. {currently F’hase F) the Clty shall complete
construction by Decertiber 1, 2008.

The City shall do evarything within its power to opfimize freatment at all of the
City's water freatment plants, in order to produce an effiuent turbidity goal of

0.1 NTU in 85% of the samples required every four hours, detarmmed oha

monthly basis.

Due to the size of the plants, thelr ag :and the commitment to cptumrzzng
treatrnent to mest a 0.1 NTU goal, all- oparators with 24 hours per day
respons!bflmf are required o have a minimum Grade 5 certificate, Spacifically,
a minimurn of two operators with 2 Grade 5 Water Treatment Operator
ceriification shall be assigned to work full-time at sach water treatment plant. In
eddition, the superintendent supervising the three water treatmant. plants shal
possess a Grade 5 Water Treatmert Operator certification. This sha!i be
Implamented by the following scheduls:
a) By Aprii 1; 1999, the City shall submitan in’eenm and draﬁ Iung-terrn plnn
and time schadule for compliance. {(Completed).
b} By July 1, 1929, the City shall submit a final long-term plan and time
schedule for compliancs, (Compla-.ad}



"Mr, Larry Gardner Compliance Order No. 04-14-96C0-022, Amendmént No. 10

Page5of9
-April 27, 2004

No. 38

- No. 40

For Baywew PP the Clty shan submlt the drawings for constmchon by October
15, 1698. (Completed). '

For Deerfield PP, the City shall submit the drawings for ccnstructron by June 1,

' 1098, (Gampleted)

No. 41
No. 42
No. 43
No. 44
Ne. '.45
N
‘No. 47
No. 48
No. 49
Ne. 50
No. 51
Ng, 82

No, 53

For Bayview PP, the City shall begin construction by December 1, 1 988,
{Complsted),

'For Del Cerro Highlands PP (formerly San Carlos PP) the City shall submit the

drawings for "b'y July 31, 1988. (Completed).
For Daerfield PP, the City shall begin construction by December 1, 1998,

. {(Completed), .
" For Del Cerro Highiands PP (formerly San Carlos PP), the City shall ‘begin:

construction by December 15, 1998, (Completed),

For Bayview PP, the City shall complete construction by July 1, 1999,
(Completed),

‘Fores™ & Hemck PP, the Cfty shall submit tha drawmgs far cunstruc:ban by

December 31, 1998. . (Completed),

For 65" & Herrick PP, the City shall begm construmlon by July 2, 1999.
(Ccmpletad)

For Del Cerro ngh!énd-s PP (formerly San Carlos PP), the City shall complete
construction by December 16, 1998, (Completed),

Far Deerfield PP, the City shall compiete construction by Decamber 29, 2000.
(Completed)

For 85™ & Herrick PP, the City shall compiete construction by May 30, 2001,
(Completed). .

For Adobe Falis PS (formerly Alvarado PP), the City shall submit the drawings.
for consiruction by July 31, 2001. (Completed).

For Catalinz PP, the City shall submit the drawings for construction by January

5, 2002, (Completed).

For thé_.- Adobe Falls PS {formerly Alvarado PP), the City shall begin -
construction by January 31, 2002. (Completed).
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‘No, 54
‘NO" 55
No. 56

No. 57

For the Catalina PP, the City shall begin construcbon December 27; 2002
(Complatad) _ :

For the Catalina PP, the oity shall camplete mnstmc:&on Decamber 31 ,2004

- (Ccmpletad)

For the Adgbe Falls PS (formerly Alvarado: PF); the City shaﬂ complete
construction by Manch 31, 2003, {Completed).

Far the Miramar Pipeline Improvement Phiase i, the Clty. shall submit the

© drawings forconstructio:n by September 1, 1998, (COmp!eted)

No. 58
~ No. 5‘9
No. 60
<" No. 61
No, 62
‘No. B3
No. 84
No. 85
No, 66
No. 67

No. €8

For the Miramar Pipdtne improvement Phase ll, the City shall beg:n

.cc:nstructson by Noveriber 2, 1988. (Completed).-

The City shall submit an alignment and phasmg pragram for me entire Otgy 2
Pipsline by June 8, 2000, (Comgle%ed)

For the Olay 2 Pipeline, north of State Route 84, the City shall submit the

drawings by June 8, 1999, Work Deleted (Amendment 5),

For W ramar P:pelmn tmpmvemeni Phass IIE ihe Crty shaﬁ submit tha rjrawmgs‘-
by Ociober 1, 2006, - =

For the Miramar Pipeline kriprovement Phase |1, the City shal! camptete
construction by April 3, 2000. (Completed),

For the Otay 2 Pipeline north of State Route 94, the City shall begin
construction by December 16; 1999: Work Deleted {Amendment 5.

For the Miramar Pipeline improvement Phase i, the City shall begin
construction by March 1, 2007,

For the Otay 2 Pipeline nerth of State Route 94, the City shall compists
construction by January 4, 2001. Vork Deleted (ﬁanendments}.

rar the Bonita Fipefine Phass I, the Clfy shall, submit the. dravﬂngs by May 10,
2001, {Completed).

Fat the Bonita Pipeline Phase 11, the Clty shall bagin construction by Oc:tobsr
34,2001, (Completed).

For the Bonita Pipeline Phase |1, the Cify shall completa construction by
Octaber 1, 2003; (Completed). :
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No. 69 .
No. 70
| No. 71
Ne.72
No. 73
"No. 74

No. 76

" Noi7e

No. 77

No. 78

No. 78

For the Miramar Pipelzne {mprovemeant Phass [V, the City shall submit the
drawings by October 1, 2008.

For the Miramar Pspefme Impmvement Phase lli, the City shall mplete

.construction by November 30, 2008,

Forthe Miramar Plpahne Improvemesnt Phass 1V, tha City shall begin
eonstruction by March 3, 2007,

'Far the Miramar Pipefine Improvement: Phase IV, the City shal ccmpiefa
. construction by October 30, 2008,

The City: shall award contracts for construction of at least ten miles of water
main replacement per fiscal year, starting July 1, 1898, -

‘Every'six months, the City shall submit evidence of adequate pragress toward

compliance with item number 73,

The City shali submit documentahan to denonstrate compliance with state
regulations regarding créss-connection contral, in ail areas of the C{'ty that will

be served by recycied water, by June 30 1997 (Completad)

The Clty sha?l not suppiy recyc!ed Water within therr sen.rica arag, untﬂ the Clty's -

cross-cannsction control progrart Is determined to be I campllanca with state
regutations, in all aréas of the City that will be served by recycled water, "in
carnpliance with state regulations® means the Cify continues implementing the
six required elements of & cross~connection control program required by
Section 7584, Group 4, Chapter.S, Title 17, California Code of Regulations.
Nothing in this diréctive shall bs construed t dster or delay the construction of
water reclamation facilities.

To insure that there are no cross connections between the raclaimed water
piping and the potsble water piping, a shutdown test must be periormed by
WUD and witnessed by the San Diego County Environmental Heaith
Depam'nent or DWFOB, prior to délivery of any reclalmed water to any use site,
and every four years thereafter. Annually, the potable water purveyor must
wsuaﬂy mspect the site and review any c.hanges in piping with the user
supsrvisor,

Each recycled water use site must have an adequately trained user supervisor
in order fo control the on-stie piping and prevent any cross cannections. The
usar supemsnr must kesp as—bu‘ﬂi plans'up to date and on the site.

By February 28, 1997, the city shall start work on the remaining 429 air and
vacuum refief valves and air release valves in the City's water system, that
must have their vents ralsed above grade. (Completed).
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No. 80

No. 81

No. 82

The Clty shalf comp!ete work on thirty percent of the remainfng 429 air and
vacuum relief valves and air release valves in the City's water system, that
must have their vents raised above grade, by July 28, 1899, (Cornpleted). .

The city shan complete work an slxty percent of the remaining 429 air and.
vactum relief valves and alr release valves in the city’s water system, that must
have their vents raised above grade, by July 28, 2006, [Completed).

The City shall complete the cross-connection control strvey in all areas of the

. Clty {to determine the need for backflow proiectron at all service connections)

No. 83
.No. 84
No. 85
ot

No. 87

No. 88

by June 30, 2007.

Every six months, the C:ty shall submit documentation to demonstrate
adequate progress.toward ccmplianca with 1tem number 82,

The City shall complete construction of the Black Mountain Road Plpelines by
September 30, 2004 Pacomber34-2003.

The City shall. begm construction of the Ranch,a Bemardo' Purnp Statuan by

Becernber::"l 2006 e o V
-‘ The Cityshall end construction of the Ranf:ho Barnardo Purnp Stat:on by

Decamber 31, 2007.

The City shall start construction of the Miramar Water Treatment Plarit Contract
A (consisting of construction of Pre-Treatment Facilfities, Fillration Facilities,
Chemical Facllities, Ozone Contactors and Admmistratian Building and
demolition of Floccula‘acn and Sedimentation Basin No. 4) by June 12, 2004.

The City shall complets constructmn of the Miramar Water Treatment Plant
Confract A {consisting of construction of Pre-Treatment Facilifiss, Filtration
Facilities, Chemical Faciliies, Gzone Contactars and Adrministration Bullding
and demolition afFloccuiahon and Sedimentatlan Basin No. 4) by June 30,

2008.

No. 88

No. 80

The City shall start construction of the Miramar Waier Treatment Plant Coniract
8 {consisting of construction of three Flocculation and Sedimentation Basins,
demolifion of Flocculation and Sedimentation Basin No. 3 and refiabliitation of
the operations bullding) by January 31, 2007.

The City shall complete consiruction of the Miramar Water Treatment Plant
Contract B (consisting of construction of three Flocculation and Sedimentation
Basins, demolition of Flocculation and Sedimentation Basin No. 3 and
rehabilitation of the operations building) by December 31, 2009,
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No. 81 The City shall start construction of the Miramar Water Treatment Flant Contmct
L (corsisting of Ozone equipment) by February 8, 2008,

No.92 TheCity shall complete construction of the Miramar Water Treatment Plant
- "Contract C (oonsishng of Ozcme equrpmem) by Novambar 30, 2008: ‘

No. 83 The City shall begin.construction of the Otay 2™ Pipeline, | 15 t0 54‘“ Strest by
- December 31, 2004,

No. 94 The City: shall complete construction of the Qtay 2" Pipeline, 1-15 to 54" Strest
by Decamber 31, 2006

The Citv-shall start: oonstmction of the Alvarado Water Treatment Plant Ozong
auigmant by Februa;g B, 2008,

No. 86 The Clty shail co mplete construction of the A!varado Water Treatment Plant
‘Ozcne equipment by Novermnber 30, 2009,

No.95

Thts document amends Ccmpirance Order No, 04-14:96C0-022. All other directives
remain unchanged. This amendment to Compliance Order No. 04-14-98C0Q-022 is
effactive upon lssuanbe If you.have any questlons regard“ ing thts arnendment letter,
- please cortact me at (619)525-4497.

Sincerely, .

f}%gm ]39”%‘57#

Brian ,Bamado_s, P.E
District Enginesr

Enclosura:  City'of San Diego lettsr dated March 17, 2004
cc:  San Diego County Health Department

Mark Stone ;
Deputy Director, Water Operations
2797 Caminito Chollas, MS 43

' 8an Diego, CA 92105-5087

\Af’ic Bianes:
Captital Improvsments Program
600 B Street, Suite 700, MS 807
San Diego, CA §2101-4508

HiSysters\San Diego Glty cﬂﬁnhammmmmmﬁmm OrizsiGampliance erdar DA 4-S6-022040427 CO smendment #10.0ac



March 17, 2004

Mr. Brian Bemados. District Engmeer
Department of Health Services
Dririking Water Field Operations Branch
1350 Front Street, Room 2050

Sar Diego, CA 92101

Dear Mr. Bernados: -~ -

Subject:  Revised Request for Amendment No. 10 to Compliance Order 04-14-56-022

The Water Department continues to make progress wuh its Capxtal imprav:merls Program to .
meet the requirements of Compliance Order No, 04-14-96C0-022 issued by the Deparmentof
Health Scmces. As we discussed in our mc:tmg with you'en: Mmh 18, 2&04 w: I:nve - b

" completed approximately 75% of the Compliance Order Iremns,

As we agreed in the meeting ot March 16, 2004, we are reviging our request for Am:ndmcnt

MNo. 10, which was ofiginally submitted w0 you o August4. 2003,

While we hiave hed success in meeting most of the dates required by the Comptiancs Order, as
discussed id your mzetmc with the CIP staff, we requast that you consider issuing. 2 tenth
amendrment o adjist the followmg items as shown:

‘No. 8 for Rancho Bemardo Reservoir - The City shall submit the drawings for the rehabilimgon

of the reservoir by fupe 30. 2006,

Nao. 12 for Rancho Bernirdo Reservmr . The City shall begin construction of the rcnabxhtwun of
the reservoir by Deceinber 31. 2006,

No, 14 for Rancho Bérnardo Reservoir — The City shall complete the construction of the
rehabilimtion of the reservair by Janwarv 31, 2008,

No. 84 for Biack Mountain Road Ptp:hnes ~ Ths Ciry shall camplem the construction of the-

Black Mountmin Roud Pipslines by Senterber 30, 2004,

Cﬂpl"ﬁ! Improvemserils Proaram e Wiitar Flommcienand
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Mr. Brian Barnados, District Enmneer

March 17, 2004

If you have any questions regarding our request, please call me at (619) 533-6600.

Sincerely, -

[ Xic Bignes
" Water Department Deputy Director

GFW/rp
ce:  Larry Gardner. Water Department Dirsétor -

Mark Stone, Depaty Directdt, Warer Operations Division
: .Feff We.r.n, Enmneanng ngram Manzgcr. Parsons -
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Office of the Mayor
City of San Diego

Independent Accountant’s Renort on Acreed-Upon Procedures
Applied to Use of Wastewater Fund Bond Procesds

We have applied the procedures enumerated below to the City of San Diega’s Wastewater Fund
bond proceeds. These procedures, which were agreed to by the City of San Diego were
performed solely to assist the City in determining the allowability of the uses of bond proceeds.

This engagement to apply agreed-upon procedures was performed. in accordance with-atestation— — - -

standards established by the American Institute of Certified Public Accountants. The sufficiency
of the procedures is solely the responsibility of the specified users of the repori. Consequently,
we make no representations regarding the sufficiency of the procedures described below either
for the purpose for which this report has been requested or for any other purpose.

The procedures performed and the results of those procedures were as follows:

ANALYSIS OF SOURCES AND USES OF DEBT PROCEEDS
SEWER REVENUE BONDS

1. We reviewed the Indenture of the $152,000,000 Public Facilities Financing Authority of
the City of San Diego Non-Transferable Subordinated Sewer Revenue Bonds, Series
2004. We compared the bond proceeds per the Indenture to a detailed listing of capital
projects funded by the bond proceeds (Project Status Report).

Results: The bond proceeds per the indenture were $152,000,000. The expended bond
proceeds per the Project Status Report were $152,219,032. The expended amounts
exceeded the original proceeds of the bonds due to additional resources generated
through investment earnings on unspent bond proceeds. )

| 0S]

We agreed the tota] expenditures per the Project Status Report ($152,219,032) to the
cumulative expenditures recorded in the Public Facilities Financing Authority
construction fund.

Results: No exceptions were noted.

3. We reviewed the Master and Supplemental Instaliment Purchase A greements to identify
the listing of bond approved capital projects. We also reviewed the Master Installment

Purchase Agreement to identify the procedures for modifying the lsting of capital
projects.
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Results: Exhibit A of the Installment Purchase Agreement defines the components of the
bond funded project as follows:

The 2004 components consist of certain capita] improvements to (1) the City's
Metropolitan System including improvements to certain interceptor lines, the
Point Loma Treatment Facility, North City System, South Bay System,
Westewater Management Computer Network (COMNET) and the City's
wastewater laboratory faciiities and (2) the City’s Municipal System including
replacement and upgrading of certain pipelines, sewer mains, trunk sewer lines
and pump stations.

The Master Installment Purchase Agreement, dated September 1, 1993, describes the

procedures for changing projects as follows:

From time to time and at any time, the City may modify or amend the description
of the project, to eliminate any part thereof and/or substitute another project or
projects, all without obtaining any consent, by filing an amended Exhibit A with
the Authority and the Trustee; provided however, that no such amendment shall
substitute a project or projects which are not 1o be owned by the Sewer Revenue
Fund.

The City has interpreted Exhibit A to include all capital projects listed in the City Council
approved CIP budget for the Sewer Revenue Fund and all capital projects funded with the
Muni and Metro interim financing proceeds. Accordingly, the City did not file an
amended Exhibit A with the Corporation and the Trustee. The bond documents did not
specifically provide for this interpretation of the substitution requirement. We

recommend that future debt issuances explicitly acknowledge the acceptability of this
interpretation in the list of authorized projects for that debt issue..

4. We obtained the Project Status Report for the bonds that lists actual expenditures, by
project, funded with bond proceeds. We compared the list of bond approved projects to
the list of actual expenditures by project (Schedule ). We differentiated between those
projects originally identified as eligible for debt financing versus (Muni and Metro 2004
capital projects) those projects included in the annual CIP budget for the Sewer Fund,
projects included in amendments to the annual CIP budget, and other projects. We also
identified the portion of each project’s expenditures that were “debt ﬁnanced versus the
portion that was “financed with other funding sources.”

Results: Schedule 1 provides the above detail by project. The following is 2 summary of

Schedule :
Muni and Metro 2004 projects § 70,773,464 46.49%
Annual CIP budget projects 81,111,239 53.29%
Other expenditures 334.329 22%

Total $152.219.032 100.00%
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The “other expenditures” of $334,329 noted on the previous page are for legal fees
associated with the abandoned issuance of the 2003 Sewer Bonds. The City obtained
docwnentation from the 2004 Sewer Bonds® council, Hawkins Delafield & Wood, LLP,
stating that since the 2004 bonds were being issued for the same purpose as the 2003
bonds, the costs associated with the 2003 bonds are eligible for reimbursement by the
2004 bonds.

5. We selected a sample of 10 projects (accounting for 33% of total expenditures) for
additional testing. The sample included all projects with expenditures of over $5 million
and four projects selected judgmentally. From the sarmple of 10 projects, we selected 37
transactions (accounting for over $9 million and 6% of total expenditures) and
performed the following procedures: :

a. We determined that the project description noted on the vendor jnvoice agreed o

the project description noted on the Project Status Report.

b. We determined that the amount of bond expenditures per the Project Status
Report agreed to the amount the Ciry paid to the vendor,

€. We determined that the documentation was sufficient to support the charge to the
bond.

Results: One charge totaling $132,908 was a journal voucher correcting a mis-
posting to another project. The journai voucher was supporied by an e-mail from an
Associate Management Analyst.

Recommendation: We recommend that the individuals initiating correcting journal
entries provide documentation supporting the amount of the adjustment. The
documentation should be attached to the joumnal voucher. The documentation for
transactions posted to the general ledger should stand on its own without further

explanation from staff.
N

We were not engaged 1o, and did not, perform an audit, the objective of which would be the
expression of an opinion on the procedures referred to above. Accordingly, we do not express
such an opiniont. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you,

This report is intended solely for the use of the City of San Diego, California and is not intended
to be and should not be used by those who have not agreed to the procedures and taken
responsibility for the sufficiency of the procedures for their purposes.

ﬂ%— /}é%dn Merlina AC,

Irvine, California
August 2, 2006
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Schedule !

Subproject CIP Funded by
Project No. Na. Descriptian Total CIP Bond Proceeds  Other Sources
Projects listed on Maoui and Meotre fineneing document;
41.927.% Pump Siation 64 Odor Scrubber Rehabilitation 20,702 - 28,762
41-827.8 Standby Electrical Power system 296,799 144 006 152,793
41-92E.1 Value Engineeting For Pump Siation 64, 65, Penusquuoa & East Mission Gorpe B0,0D4 12,246 66,758
41.63E.2 Pump Station 65 Cathodic Proieciion 251,325 - 251,225
41-9253 Pump Swtion 65 Aute Transfer Switch 322,821 155,091 167,730
41-828.4 Removal Second Suge Pump Al Penssquitas 262,161 2E,320 233,541
41-928.5 Screens Design Replacement PS 64, 65, Penasquitos 117,187 64,477 52,110
41-928.6 Pump Siation 64 Large Valve 36,838 - 36,838
41-928.7 Pump S1ation 64 Flow Meier Replacement Project 7R 418 . 78418
41-92E.8 East Mission Gorge Electrieal Roam Cooling B5436 - 85,436
46-135.2 Home Avenue T. 8. Contrset ITi 3,632,304 14,445 3617.859
.. 46-162.1 .. EBSLLinda Vista Trunk Sewey Phase2 . e trem e serestonom oo v PR 33 2,264,200 S331E}4
46-196.1 Marintenante Facilities Relacation: MOC Ol"l:: lrnpmv:mrnls 2,867,194 255,060 2,600,134
46-196.3 Maintenance Facilities Relocation: MOC 6 WWC Warehouse 115,723 31,983 3,740
40-910.2 Cholles Valiey Trunk Sewer® 7,616,658 5,687,546 1,929,112
40-020.4 Enst Mission Gorge Trunk Sewer Rehabilitation™ 12,890,910 16,938 12,873,972
40-927.0 Centre City sewer Improvemenis* 2,327,145 - 2,322,745
40-028.0 South Pecific Highway Trunk Sewer® 3,672,612 1,650,587 1,813,025
40-83D.0 Otay Mesa Trunk Sewer* 11,701,289 5,244,545 6,456,744
40-831.0 South Mission Valley Trumk Sewer* 1,426,304 - 1,426,304
40-932.0 Camden Redevelopment Tz - 71,127
41-929.0 Pump Stetion Upgrades* 2,173,745 - 2,173,745
45-834.0 Vactor Cleanings Disposal Site 325N - 392,511
45-936.0 Sewer System Cantyon Access™ 3,480,808 - 3,480,808
45-C38.0 Beach Ares Low Flow Storm Drain Diversion 2,251,176 - 2,251,176
45-046.0 South Bay Recleimed Weter Storage Tank* 1,423,127 28,682 1,139,445
46-117.0 Pump Siztion 65 « Expansion and Force Main* 21936927 992 22,915935
46-120.0 Peasquitns Trunk Sewer Relief* 57,672,440 - 57,672,440
46-122.0 Carmel Valley Trubk Sewsr Replacement - Sewer Purap Suiion 65% £,295,608 - 205,608
45-136.0 Carme! Valley Trunk Sewer E/Q |-5* £,2580,397 - 8,290,397
46-13E.0 Highland Park: Estatss Trunk Sewer - Phase J)* 1,305,398 - 1,305,399
46-135.0 Home Avenue Trunk Sewer - Contrects 1,2 And 3% 2,144,069 - 2,144,089
o 46-142.0 Sewer Pump Station 24* 5,333,176 205,929 5,037,247
44-1 0680 Telemetry Control Systems - SCADA® E,52E,858 1,597,572 4,931,286
46-18R.0 Pump Station 64 - Improvemenl Project* Formecly Fumg Siation 64 - HPO Injeetion 1,715,301 - 1,716,301
46-191.0 Brine Management Faree Main and Pump Sration 67,553 - 967,551
46-194.2 La Jolla/Pacific Beach Trunk Sewer - Cheisea Streel Relocation® £,260,042 5,836,890 2,423,152
46.195.0 Belt Street Trunk Sewer™ 891,583 . B01.583
46-195.8 Miramer Road Trunk Sewer* 762,181 179,779 522402
46-196.6 Balboz Trunk Sewer 563479 277845 285,634
46-196.9 Montezuma Trunk Sewer™ 566,418 - 566,418
46-197.0 Somente Valley Trunk Sewer Relocatien® 10,972,214 614,095 1G,35E,119
45-197.6 USIU Trunk Sewer* 1,071,202 B15,045 246,157
46-197.9 Leke Murmay Trunk Sewer In Canyon® 758,732 626,123 170,609
46-198.0 ULSD Trunk Sewer* 3,377,22) 34470 2,342,751
46-199.0 West Linda Vista Thunk Sewer® 1,558,945 . 1,558,945
46-200.0 Sewser Pump S1ation 30A Relocation™ 5,045,821 2 B32 545 6,213,273
46-205.0 Harbor Drive Trunk Sewer Replocement* G250 311,307 311,208
46-208.0 San Pasqual EfMuent Disposal 857 . 857
46-506.0 Pipeline Rehabilitation in The R.O,W. And Eesments - Phese A® 17,299,996 14,115,688 3,124,308
40-601.6 Sewer Pump Stetion 45* 12,340,027 7,569,095 4,770,931
46-601.6 Sewer Pump Station 79 1,265,056 - 1,265,056
41-826.1 Pump Station 2 Odor Contro! System 357,694 7¢.919 286,775
41-926.2 P.S. | Liguid Rheostats 314,358 161,358 152,800
41-926.1 P.5. 2 Liguid Rheostals 208,202 124,334 153,868
4]1-926.4 Pumg Station 2 Parking Lot Construziion 60,646 . 60,646
41-926.5 P. 5. 1 Bleech Tank Replpcement 3272 - 32,723

Pape 1



41-926.6
41-926.7
41-826.9
41-929.1
4]-920,2
41-920.5
41-920.6
41-928.7
41-929.8
41-920.0
41-830.0
41.930.1
41-936.3
42-913.1
42.013.%
41-913 .4
42-R11.5
42-211.6
42-913.7
42-913.8
42-013.9
42.914.2

429144

42014
42:914.6
429147
42.014.8
420149
42.915,1
29152
429153
41.915.4
42-915.%
429158
428159
40.911.1
409113
40-924.0
4)-924.0
41.925.0
42-910.1
42-910.6
429713
429114
42.815,0
45-820.0
45-960.0
46-055.0
46-170.0
46-218.0
46-102.1
46-192.4
46-192.5
46-192.7
46-152.8
46-192.9
46-193.1
46-193.2
46-1931.4
46-193.7
46-193.8
46-193.8
46-600.6
40-922.0

‘45-911.0

P. 5.1 & 2 Sump Purnps*Well Transfer Pumps & Venturi Keplacemznt
Design aif Pump Station § Sluice Gates

P. 8.2 Hear Exchangeis Modifications

P. 8. 1 & 2 New Pumps Acwation System Design

P. 5.1 & 2 Power Reliability Investigntion & Design
P. & Liquid Na1 Gas Pre-Diesign

P. 8. Security Fente and Gate

P. 8.} & 2 Desipn And Insullztion Level indicators
P. 5.1 & 2 Screens Design & Installation

Sereening Room Liner Improv

P. 8. | & 2 Fiber Optic Instaliation

P. 8.2 Concrete Werk

P. §. 2 Resiroom Relotalion

MBC Plant fmp. Centrifuges Dipssiers

MBC Plant Improvernems Centrifuges Dipesters
MBC Access Road

MBC Air Release Valve

MBC Access To Valves In

MBC Sump Pumps

MBC Digester Viewpon REM

MBC Duct Cleaning Access

MBC Boiler Gas Meter Inst

..MBC Wash System For Militronic ... - e i

MBC Desipn Modification

MBC Clarifier Access Station

Siorm Drain

MBC Grit Teacups Access Platform

¥ BC Odor Conirol Modifizations

MBC TC Weitwel] Mixer

MBC Foul Air Duct U-Trap

MBC Heat Exchanger

MBC Misc. Concrete Work:

MBC Reclaimed Water To Digester Tsir Pumps

MBC RW Centrate Cothodic Protection

MBC Dewateting Transfer Pumps

South Bay Pump Station and Conveyance System- Phase |
South Bay Water Reclamation Sewer and Pump Stalick® Formerly: Soutl Bay Warer Reclante
Metropolitan Operations Center MOC 1] Buildout*

Otay River Pump Sietion®

Fourth Sludge Pump and Other Modifications®

Narth City Reclamation Plent*

South Bay Water Reclamation Plant* Formerly Souti Boy Warer Recalmation and Sceondary Pl
North City Rew Sludge snd Weter Pipelinzs™

Metro Biosolids Canter*

NCWRP Permanent Demineralization Facifily®
Wasiewater Opizlalions Management Network (CONﬂ‘IET)' Formcrly Meiro Sysiem Contro!
Point Loma - South Access Road Protection Project®
FIRP Pump Station* Formetly Fiesta Island Replacement Project
Point Loma - Digesier Facility Upprade and Expansion®
Point Loma - Digesters S1 & 52 Upgrades®

Point Loma Concrele Restorations Sed, Basins 9-12

Point Loma HVAC Upgrades Air Conditioning

Paint Lama Odor Centro§ Scrubber Fans

Point Loma B4-inch Penstack Improvement

Submersible Actuator Replacement

Gas ulilizotion Faeility 16&C Startup

Bin Storage and Truck Wash

Hydro Roed Storm Water Diversiog

FIRY Phast B, C, & D Cathedic Protection

Point Lomz NEOC Slids Gote

Point Loma NEOC Slidge Gales & Hydre P.

Point Loma Lower Hydro Rond Piping

Pump Station 1 Elestrical Upprade

MOC Central Repair Fazility®

South Metro Rehabililation*

1,256,916 1,000,062
707,836 614,072
432,545 24,545
196,794 35748
570,703 260,863

65,285 -
171,583 25,766
65,627 14,223
118,300 99,356
30,470 13,564
961,026 742722
14,102 11,449
115,520 -

4,587,513 500

61,773 .
80,706 E,J8E
10,149 -

. 15,500 .

70,050 1,921
24,806 1,035
39,971 .

5.188 -

g gy
79,197 22,264
10,649 4,545

407,006 211,80

942,370 56,459

215,082 -

i,307 -
273,046 182,067
200 -

m -

130,542 93,172
17,811 16,570

733,417 1,752

1,003,649 6,456

31,135,912 45,054
E,140,451 594,246
12,266,990 896,808
4,938,289 724,055
205,494,403 178,461
143,119,157 1,398 388
19,683,520 10,865
234,088,040 71,616
3,664,194 422153
58,677,657 5,150,212
238,153 58,034
46,594,010 57906
72,855,330 351,356
14,800,481 1,404,608

1,020,254 134,676
373,417 042,395
247,814 50,175
184,549 42,246

2420 4

" 598,439 392,630

10%,750 104,558

36,982 32520
519,532 175,966
142,672 76,623
25,420 22,353
59,208 49,362
155,186 143
6,099,789 192,365
482

10,704,430

Schedule !

256,854
63,764
408,000
161,044
300,840
65,285
145,857
51,44
18,954
16,906
215,304
2,653
115,520
4,587,013
61,773
72318
16,149
15,500
67,520
23871
10,97y

6,104
195,EE5
BRS,DIL
215,082

1,307

90,979

200
32,171
37,370

1,341
731,665
597,103

31,090,858
7,546,205
11,376,182
4314234
205,216,032
141,720,769
18,672,964
254,016,424
3,241,44)
53518445
180,119
46,588,214
72,503,974
13,295,873
8B5,578
269,018
183,639
142,303

2416
205,609

5,182

4,662
143,566

65,849

3,067

89316
155,043

5907424
10,703,048
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45-937.0
45-941.0
45.942.0
45.943.0
46-104.6
46-110.0
46.173.0
46-177.0
46-175.0
46-182.0

Projects listed on CIP Budper:

41-027.3
41-927.6
46-194.3
46-194.7
46-105.5
46-195.7
46-195.9

- 46-601.0 -

46-601.3
46-601.8
46-601.9
41-92B.9
46-602.0
46-602.1
46-602.2
46-602.3
46-602.4
A6-602.5
46-602,7
46-602.8
46-602.9
40-197.5
40-911.4
40-028.1

Frojects listed on CIP Budget (Project ID/Subprojecr ID):

4]1-926.0
41-927.0
42-911.3
42-911.3
44-001.0
43-001.0
£4-00).0
42-001.0
44-001.0
44-001.0
45-001.0
44-001.0
44-001.0
44-001.0
42-001.0
44-001.0
44-001.0
44-001.0
44-D01.0
44-001.0
44-001.0
44-001.0
42.001.0
45-001.0
42.001.0
24-001.0

41-830.2
41-935.1
42-511.5
42-911.6
44-105.0
44-1070
44- 1082
44.108.4
44-1085
44-109.6
44-109.7
44-509.8
44-210.]
44-2102
424.710.5
4£4-210.6
44-211.2
44-211.3
44-212.9
44-2130
44.213.2
4a-213.5
44-213.6
44-213.9
45.214.2
43.214.9

Seheduie |

Point Loms Site Improvemenis™ 403,321 1,468 401,853
South Mewe Downtown Tunne! Rehabilitation™ 6,777,568 1,864,977 4,812,591
Metropalitan Operations Center Expansion Phase H* 4,406,246 16,718 4.389,527
Point Lome Grit Prozessing Improvemenis® 2,601,090 145,154 2,355,936
North Metro Inerceptor® 64,370,512 533,889 63,845,621
Point Loms - Scum Removal Sysiem® 18,010,752 9,000 18,001,752
Point L.oma - Headworks, Odor Controf and Grit Prozessing Faeilities® 15,680,607 28,526 19,652,081
Point Loma - Sedimentation Basins 11 and 12+ (This projeet has been complzied) 21936927 22036927
Paint Lomz - Power Generation and Distribution Upgrade® 25,217,175 337,307 24 979 868
Paint Loma Chemical Feed Sysizms Upprade® 6,061,874 45,671 6,016,203
Annual Aliocation - Pump Stations (4, 65, Pensguitos and Mission Gorpe 172,005 11E.667 53,428
Annual Allocation - Pump Stalions 64, 65, Pensquitos and Mission Gorpe 401,261 57,078 344,183
Annual Allocation - Trunk Sewsr Rehabilitiiaions 788,529 24,0605 164,463
Annval Allocstion « Trunk Sewzar Rehabilititnions 1,401,645 74,689 1,326,056
Bels Streel Trunk Sewer 439,384 94,641 342,142
Bel: Street Trunk Sewer 2,546,675 1,500,003 1,037,582
Belt Street Trunk Sewer 327,678 24,212 303,466
Pump Swion H45~ A R S R B+ 4 ebebers v et <t s —_ F R N, 7,666249% ..... w~726‘332h, P 6,933,9]7" .

Fumnp Station #45 5,118,582 2,195,455 2,923,127
Pump Stotion #45 2,507,213 005,789 1,601,422
Purnp Station #45 4,168,382 2,220,56} 1,947,822
Pump Stotions #] and #2 Large Velve Replacement 65,250 63,5114 2,739
Sewer Pump Station 79 1,110,654 2B6,739 E23915
Sewer Pumnp Station 79 2,282,261 1,535,666 746,595
Sewer Pump Stmion 79 183527 153,B06 1,681,465
Sewer Pump Statian 79 1,317,326 765,003 548,233
Sewer Pumnp Station 79 914,018 513,742 400,276
Sewer Pumnp Station 7% 1,177,448 79,524 1,092,924
Sewer Purmp Station 79 3,825,417 2,416,202 1,479,215
Sewer Pump Station 79 1,074,427 750,376 324,051
Sewer Pump Station 79 907,952 52E,248 379,704
Sorrente Vaiiey Trunk Sewer Relocation 342,225 40,001 302,134
South Boy Pump Station and Conveyance Systemn - Phase | 16,383 1,405 14,978
South Pacific Highway Trunk Sewer 2,642,157 2,299,685 342,472
PS #1 Lighting Upgrade . 113,773 23,377 90,396
PS 64 Bleach Tank Replacement B5,B41 41,455 44 386
Nornh City Raw 5L & Waier Pipelines Reveg Sublet 4,935 4,935 .

Northern Sludge Processing Facility PH 1) 44,420 27461 16,959
Sewer Group 90 2,120.32) £,676 2,120,645
Sewer Group 653 1,671,366 1,312,530 158,836
Sewer Repl Group 649-Kensingion 263,673 19355 244 318
Sewer Repl Group 651 Kensington 3,300,594 3,405,145 £35,451
Sewer Repl Group 652 Rensington 3,634,544 404,824 3228720
Sewer Repl Group 663-Mission Hills 3,384,128 368,414 3,015,114
Sewer Rep! Group 664-Mission Hills 300,441 18,608 281,833
Sawer Rept Group 665 458,620 BT 450,549
Sewer Group 667 Ocean Beach - So Mstr Repl 2,040,045 712,312 1,327,733
Sewer Group 668 Ocean Beach - So Msir Rep) 215,365 15,847 199,518
Sewer Group 670 Ocezn Beach - So Msir Repl 1,661,286 636,328 1,024,958
Sewer Group 633 Mein Repl 2,197,799 £76,749 1,921,050
Sewer Group 672 Main Rep! 1,568,182 839,170 109,012
Sewer Group 673 Main Rep! 2,067,260 207,824 1,856,436
Sewer Group Job 682 719,508 82,900 635,608
Sewer Group Job 677 1,405,158 282216 1L, ng
Szwer Group Job 676 341,B05 52,198 185,607
Sewer Group Job 6B1 3,460,406 14E,622 3 318,784
Sewer Group-Job 680 4,492,422 2,963,417 1,529,005
Cather Ave/Florey St/Florey Ct Rerouting 1,176,421 19,073 1,157,34E
Sewer Group Job G27B 832,505 509,310 423,185
City Heiphis: Grp 683 3,478,780 1,749,254 1,720,525
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420010
44-001.0
45.001.0
44-001.0
44-001.0
42-001.0
45-001.0
44-001.0
44-0D1.0
44-001.0

44-001.0

44.001.0

44-001.0

£3-001.0
44-001.0
#4.001.0
44-001.0
44-001.0
#0010
42.001.0
44-001.0
44-001.0
&=0010
44-001.0
44-001.0
44-003.0
44-001.0
44-001.0
42-001.0
44-001.0
44-001.0
44-001.0
44-001.0
44-001.0

44.001.0

44-001.0
44.001.0
44-001.0
44-001.0
43.001.0
44-001.0
44.001.0
44-001.0
44.001.0
44-001.0
44-001.0
42-001.0
42-001.0
44-001.0
44-001.0
44.001.0
44-001.0
44-001.0
25-001.0
42-001.0
44-001.0
44.001.0
44-001.0
42-.001.0
44-001.0
44-001.0
44.001.0
44-001.0
44-001.0
44-001.0

44.215.0
42-215.1
44.215.2
44.215.4
4£.215.5
44-215.6
44-215.7
44.215.E
44-2117,]
342.217.2
422173
44-217.8
44-217.9
44-218.0
44-21B.)
44-218.3
44-218.6
a4-218.7
44.218.9
45-219.0
44-219.)
442162
42.219.4
44-219.6
44-219.8
44-219.9
44-220.0
44-220.1
44-220.2
44.220.3
44-220.4
44-220.5
44-220.6
44-220.7
44.220.8
44-231.0
44-221.1
44-221.2
44.221.3
44-211.4
44-2215
46-021.6
44-2219
44-222.1
44-222.2
44-222.3
452024
453205
44-222 6

44-2227F

44.222.8
44-.222.9
44-223.0
46.313.1
457233
44.223 3
44-233.5
44-223 .6
42.224.0
45-224.1
48-224.7
42224 8
44-224.9
44-225.0
42.305.8

Ciry Heiphs: Grp 684 696,279
City Heights: Grp 685 540,597
City Heiphts: Grp 686 . 2,820,534
University Heighte-GY 687 - ) 792,915
University Heights-GJ 690 3,22551]
Universily Heights.G) 688 1,654,395
University Heights-G) 689 604,007
Dz! Rey Streel 3.0" Sewer Main 1,851,022
Sewer Group 634 B : 2,771,926
Sewer Group 683 A 452,329
Sewer Group 623 B 3,566,979
Sewer Group Job 726 T 206,740
Sewer Group Job 727 252,186
Sewer Group Job 728 206,500
Sewer Group Job 720 286,422
Sewer Group 731 7,636
Lu Jolle Sheres Dr/Ardath Road ) 1,268 682
Group Job 545 1,697,805
Sewer & Water Group Job 544 155,216
Sewer Group 715 285,605
Sewer Group 737 2,070,830
Sewer Group 697 A 19,340 )
IO IO TAD o o i i o i i it 1 anee s g 2060135
Group Jab 741 333,313
Sewer Group 742 822,220
Sewer & Waer Group 743 521,988
Sewer Group 744 4,203,263
Sewer Group 745 678,228
Sewer Group 746 2,471,135
Sewer & Water GJ 747 64 485
Sewer Group 748 601,636
Sewer Group 749 1,379,484
Sewer Group Job 6874 157,868
Sewer Group Job 738 192,389
Sewer Repl GI 750 : 450,101
Sewsr Repl GI 751 ABB,499
Waier & Sewer Repl 752 417,443
Woter & Sewer GI 753 264,491
Water & Sewer Gl 754 315,570
Sewer & Water Gl 756 263,985
Sewer Repl GI 757 209,576
Sewsr & Water GJ 758 173,54)
Sewer & Water Group lob 760 194,008
Sewsr & Water Group Job 764 74,265
Sewer & Water Group Job 765 75,662
Sewer Group Job 767 62,334
Sewer Group Job 768 463,730
Sewer & Waier Group Job 76] 260.49]
Sewer Group Job 762 44],E28
Sewer & Water Group Job 763 429 440
Sewser & Water Group 766 502,676
Sewer Group Job 900 49,523
Sewer Group Job 907 - 330,261
Sewer Group Job 902 167,611
Sewer Group Job 993 354,341
Sewer Group Job 904 321,067
Sewer Group 742 A 216,350
Sewer Group 747 A 1,755,050
Szwer & Waler GIT64A 223,687
Sewer & Water GITBY 146,436
Sewer & Water Group Job 774 367,265
Sewer & Water Group lab 775 160,349
Sewer Group Job 776 103,077
Scwer & Water Group Job 778 143,033
Sewer Group 516 455,018

10,904
7,22
344,706
7,295
1,167,352
1,303,600
31,091
219,226
1,787,553
20,564
3,101,543
66,634
7E,478
69,587
3E,990
15,858
1,027,534
27,792
5,005
78,686
301,501
"o dsy
42,672
218,720
200,544
1,311,062
404,232
8D 288
184,061
314,826
224,186
7,088
15,B5]
132,647
157,475
36,144
113,411
131,064
1,793
11,6E3
29,535
10,102
37,774
66,755
111,753
274,800
126,395
206,013
115,34
261,070
33229
274,078
152,577
337,898
305,754
£421
1,468,467
90,654
41,752
£2.891
53411
25,982
325N
211,216

3sa6

Schedulz |

085,375
533,769
2475528
785,620
2,058,169
350,795
574,916
1,631,796
984,373
411,765
865,436
230,106
173,708
226,922
27432
191,778
1,2¢],548
1,670,013
154,211
206,919
1,768,299

LA15.894

100,554
290,661
703,500
32,444

2,892,169
273,096

2,281,849
458,424
286,230

1,155,298
150,760
176,538
317,484
231,624
361,299
151,080
184,506
260,192
197,883
144,006
185,506

36,491
108,907
150,581
188,030
134,096
234,905
314,096
241,606

16,294

56,183

14,034

16,445

15,313
207,929
202,583
133,033
104,684
284,374
106,938

77,005
110,463
233,872



42.001.0
4¢-001.0
44-001.0
42-001.0
44-001,0
44-00%.0
£4-001.0
44-001.0
44.001.0
44.001.0
44-001.0
44.001.0
44-001.0
44-001.0
44-001.0
£2.001.0

. 44.001.0
44-DD1.0
a4n01.b
44-001.0

0 g

44.001.0
44-001.0
440010
45-001.0
44-001.0
44-001.0
46-180.0
46-180.0
46-194.0
406-106.0
46-106.0
46-106.0
46-106.0
46-106.0
46-106.0
46-106.0
46-106.0
46-106,0
4£-106.0
46-106.0

42.3050
44-306.2
44.100.6
42-308.7
44.309.E
a4-310.1
44.310.2
44-310.3
44.310.5
44-310.6
44.310.7
44.310.8
44.310.9
44.311.0
44-311.2
44-3114
44-311.6
44.311.7
44.311.8
423119

Tas.3712

44-312.3
44-3124
44.113,0
44-313.1
446-314.0
44-314.1
46-180.1
46-181.2
46-198.1
46-600.1
46-603.0
48-603.1
46-601.2
406-603.4
46-603.6
46-603.7
46-603.B
46-604.0
46-604.1
46-604.2

Sewer Group 616
Sewer Group 619
Sewer Group 640

Sewer Group Job 632 Sewer Main Replacement
Sewer Main Group 626A Sswer Main Replacemens

Sewer Group 691

Szwer Group 692 Sewer Replacemznt Main
Sewer Group 693 Sewer Main Replacemsn
Sewer Group 695 Sewer Main Replacement
Sewer Group 725 Sewer Main Replacement
Sewer Group 657 Sewer Main Replecement
Sewer Group 698 Sewe: Main Replacesment
Sewer Group 699 Sewer Main Replacement
Sewer Group 700

Sewer Group 702 Scwer Main Replacement
Sewer Group 704 Sewer Main Replacemenit
Sewer Group 706 Sewer Main Repiacement
Sewer Group 707 Sewer Main Replacement
Sewer Group 708 Sewer Main Replacement
Seéwer Group 539 Sewer Main Replacement
Sewes Group Jeb 114
Sewer Group Job 713

Sewer Group Job 716

Sewer Group 718

Sewer Group Job 719

Sewer Group 722

Sewer Group 723

Foint Loma Admin Building Lnierior kmprovmnt

Force Main | Inspeciion and Repair FH 3
Pacific Bch - Lo Jollz TS#3

Sewer Pump Siaticn #61

Sewer Pump Station #49

Sewer Putrp Station #39

Sewer Pump Station 59

SP STA# 52,53, 55, 56, 58

Sewer Pump Station #42

Sewer Pump Station #50

Sewer Pump Station 3-23

Fump Station 63 Repiacemenl

Sewer Pump Siation 25, 31, 32, 33, 40
Cottontail Canyon Swr PS

Projects not lisied in CIP Budget:

00-100.2
00-106.3
00- 1004
00-100.5
00-160.6
00-104.7

Total

Hawkins, Delafield & Wood LLP
Orrick, Herrington & Sute Liffe
CDIAC Reporting Fees

Wells Fargo Trustee Fess

White & Case

Webster & Anderson

Scleduir |

3,250,573 2,460,254 830319
2,486,641 424317 2,042,324
4,941 8BS 3,403,274 1,538,611
5,051,638 2,240,093 2,811,545
1.044,240 536,441 507,799
$31,720 61,148 470,072
2,395,769 1,586,817 508,052
436,573 £,754 417,819
131,896 5,624 126,072
455138 4,151 455,187
2,231 825 663,850 1,567,975
607,406 £,325 590,081
3,777,580 524,466 2,951,124
1,546,827 609,603 937,134
858,160 50,427 507,733
1,689,056 1,050,680 620,376
§,445,964 715,086 730,576
2,827,303 2,332,636 494,467
2,153,625 609 2,151,216
Lo 2899023 200218 1196933
378,640 1,501 376,636
433,699 15,763 407,936
542,510 20,700 521,810
2,176,157 659,106 151705
3,312,481 2,362,208 520,273
1,682,468 1,222,222 460,246
270,411 71,290 193,121
621,112 17,106 604,006
1,827,330 1,001,764 £25,556
274,254 20,525 253,729
7,660,249 82,627 1,567,622
2,116,210 210,645 1,805,568
1,251,185 278,416 972,769
1,212,463 713,264 495,185
1,133,865 £5,885 1,117,980
2,834,577 1,711,908 1,122,669
2,022,023 974,618 1,047,405
1,475,039 £13,878 661,160
361,518 104,325 277,193
1,898,644 1,320,685 577,859
71,405 23,764 47,641
. 90,358 (50,356)
- 194,520 (194,520)
. 3,000 (3,000)
- 2,800 (2,800)
- 25,000 (25,000)
- 15,651 (18.651)
§ 1536.850.306 152219052 | 354640.774
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Independent Accountant’s Report on Apreed-Iipon Procedures
Applied to Proposed Wastewater Raie Increases

We have applied the procedurss enumerated below to the City of San Diego’s proposed

- wastewater rate increases. These procedures, which.were agreed to by the City of San Diego

were performed solely to assist the City in evaluating the proposed wastewater rate increases,

This engagement to apply agreed-upon procedures was performed in accordance with standards

procedures is solely the responsibility of the specified users of the report. Consequently, we
make no representations regarding the sufficiency of the procedures described below either for
the purpose for which this report has been requested or for any other purpose.

For purposes of comparisons referenced in this report, amounts are considered to be consistent if
the difference between the compared amounts is less than $1 million and also less than 15%.

BACKGROUND

The Wastewater rate model was developed by outside consultants. The rate model contains
projections of future expected revenues, operating costs, and capital costs. The mods] requires
the rate increases to be sufficient to cover net operating costs and 20% of annual capital costs

-while not violating certain constraints. The model’s constraints include maintaining $1¢ million

in unrestricted, undesignated equity and maintaining 2 debt coverage ratio of at least 125%
through fiscal year ending Jume 30, 2017. The model projects the following rate increases
beginning:

May 1, 2007 8.75%
May 1, 2008 8.75%
May 1, 2009 7%
May 1, 2010 7%

PROCEDURES PERFORMED

The procedures performed and the results of those procedures were as follows:

1. We agreed the beginning unrestricted, undesignated equity balance at June 30, 2006 to
unaudited accounting system reports.

Results: The unaudited accounting system reports supported the amounts included in the
Tate model.
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2. The ratz model projects revenues based on historical trends and projections of future
demand. The rate model includes the following revenue projections (in thousands):

Fiscal Year Ending June 30,

2007 2008 2009 2010 2011
Service Charge Revenuss $ 238,538 261,769 293,274 316,409 337,207
Sewage Treatment Plant Services 70,389 73,916 77,518 81,142 84,705
Interest Earnings 3,963 4.867 5,358 6,134 6,482
Capacity Charge . 14,984 15,139 15,294 15,450 15,607
Other Ravenue 17,507 10,794 11,093 11,404 11,728

$ 345381 366,485 402,537 430,539 455,729

We agreed the 2003 to 2006 revenues to unaudited accounting system reports.
These revenues are used in the model 1o calculate historical trends.

Results: For the years ended June 30, 2003 through 2006, the revenues are
consistent with unaudited accounting system reports.

We agreed the 2007 revenus amounts to the 2007 Annual Budget.

Results The 2007 Amnual Budget is consistent with the pro_]ected revenues used
in the rate model calculanon

For Service Charge Revenues, we analytically tested the projected revenues for
the years ending June 30, 2007 through 2011 by calculating revenues as a
percentage of the sewered population as projected by San Diego Association of
Governments, We also reviewed Service Charge Revenues by comparing future
ncreases to historical mncreases,

Results: Projected revenues as a percentage of the population are consistent with
historical years. Additionally, projected revenues, excluding inflation and
projected rate increases, are consistent with historical revenues.

For Interest Income, we calculated the rate of return using unaudited accounting
system reports.

Results: The projected rate of return 1s consistent with current market interest
rates.
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e For Sewage Treatment Plant Services, Capacity Charges, and Other Revenues we
compared each projected year to the prior year, beginning with the fiscal year
ended June 30, 2005. '

Results: Projected revenues did not significantly vary from prior year data except
for Other Revenues during 2007 to 2008, This is 2 result of a one-time refind to
the Wastewater Department from the Motive Equipment Fund., The refund is
attributed to the Wastewater Department’s accumulation of funds in the Motive
Equipment Fund which exceeds projected ficet vehicle requirements in operations
over a 30-year period. The action is currently in the process of being approved by
City Council.

-3y~ The rate model~ projects~other~sources of “funditig™ based of 1ons-term budgeting

expectations. The rate model includes the following projections of other sources (in

thousands):
For the years ended June 30,
2007 2008 2009 2010 2011
Bond Proceeds § 199,345 80,270 95,590 148,380 147334
Other Sources 14,435 - - - -
Total § 213,780 80,270 95590 148380 147,534

® Bond Proceeds are issued to fund 80% of expected capital project expenditures.
Wastewater revenues are used to fund the remaining 20% of capital projects. We
recalculated 80% of the capital project expenditures to determine if the amoumnt of
bond proceeds is accurate., '

Results: Bond proceeds reported in 2007 are equal to 60% of eligible capital
project expenditures, 2 reimbursement of 2007 eligible capital project
expenditures, and §152 million of proceeds to be used to refund outstanding debt.
Bond proceeds reported in 2008 through 2011 are consistent with 80% of eligible
capital project expenditures.

*  We inquired about significant changes in Other Sources.

Results: The §14 million of Other Sources in 2007 represents known grant
funding in 2007 that is unknown for future years.
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4. The rate model projects operating expenses based on historical trends and projections of
future demand, The rate model incindes the following expense projections:

Fiscal Year Ending June 30,
2007 2008 2009 2010 2011
Debt Service $ 05947 99248 105,747 113477 125492
Operating & Maintenance 245,158 247,709 265.865 281,359 292,308

§ 341,105 346,957 371,612 364836 417800

s  We agreed the 2003 to 2006 expenditures to unaudited accounting system reports,
. These expenditures are used in the model to caloulate historical wends.

~ Resulfs: For the years ended June 30, 2003 through 2006, expenditures per the
unaudited accounting system reports are consistent with expenditures in the rate
model.

s We agreed the 2007 expenditure amounts to the 2007 Annual Budget.

Results: The 2007 expenditures per the model are consistent with the approved
expenses in the 2007 Annual Budget.

o For Operating & Maintenance Expenditures we compared each projected vear to
the prior year starting with the fiscal year ended June 30, 2005. Operating and
maintenance expenses did not increase by more than 15% in any year and are
consistent with historical amounts, 'We obtained & detailed listing of what makes
up the operating and maintenance expense amounts. For significant fluctuations
between fiscal years, we obtained an explanation from management,

Results: The major changes in Operating & Maintenance Expenditures are as
follows: ‘

» Increase in Pension Contribution — We agreed the increase to projections
provided by the Office of the Mayor.

¢ Increase in Retirement Heath Benefits —~ We agreed the increase to
projections provided by the Office of the Mayor.

s Increase in General Governmment Services — We agreed the increase to
detailed reports of the General Govermnmental Service Allocation.

» Decrease in use of Service Level Agreemenis — We agreed the decrease
to the Mayor's response to the Grand Jury findings.
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o For Operating & Maintenance Expenditures, we calculated expenditures as a
percentage of flow as reported and projected by the San Diego Association of
Governments for both historical and future years.

The results are as follows:
For the years ended June 30,
2007 2008 2009 2010 2011

Ratio of Flow to Operating &
Maintenance Expenditures 0.08% 0.08% 007% 0.07% 0.07%

Historical 4verage for 2003 - 2006 = 0.08%

» For Debt Service Expenditures, we agreed principal and interest payments to bond
maturity schedules on outstanding debt. We also agreed debt service payments to
the City’s bond model that projects debt service on bonds that have not yet been
issued. .

Results: No exceptions were noted.

The rate model projects capital expenditures based on specific project start dates and cost
estimates. The capital project expenditures include a 3.5% contingency cost and an
inflation factor of 4%. We compared the capital project expenditures in the raie model
to the City’s Capital Improvement Budget.

L

Results: The capital improvement budget included in the 2007-2011 annnal budget
report totals $979 million. The capital improvement expenses from 2007-2011 in the rate
model total $643 million. The variance of $336 million is mainly attributed to
management’s decision to schedule certain projects in later years than previously
budgeted for in the capital projects budget. The modified projects are as follows:
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Project Number

Project Name

4-001.0
46-194.0
46-206.0
40-933.0
45-940.0
- 42-933.0
41-933.0
42-230.0
46-502.0
e e 46-308.0....

We were not engaged to, and did not, perform an audit, the objective of which would be the
expression of an opinion on the subject matter. Accordingly, we do not express such an apinion.
Had we performed additional procedures, other matters might have come to our attention that

Annual Allecation - Sewer Main Replacements
Annual Allocation - Trunk Sewer Rehabilitations
Annual Allocation - Accelerated Projects
Annual Allocation - MWWD Trunk Sewers

Wet Weather Storage Facility

NCWRP - Ultrafiltration and EDR Upgrade
Pump Station 2 Screens

SBWRP Demineralization Phase 1 and 2

Pooled Contingency '

- Annual Allocation - Unscheduled Projecis..... ...

N

would have been reported to you.

This report is intended solely for the use of the City of San Diego, California and is not intended
to be and should not be used by those who have not agreed to the procedures and taken

responsibility for the sufficiency of the procedures for their purposes.
/_7}'4;.;,— b‘/’;‘?{-—um ﬂ’?&tﬁn.a A2,

Irvine, California
November 17, 2006
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Independent Accountant’s Report on Acresd-Upon Procedures
Apnlied to Wastewater Fund Transfers to Other Funds

We have applied the procedures enumerated below to the City of San Diego’s transfers out and
interfund charges (including Service Level Agreement charges) paid by the Wastewater Fund for
the fiscal year ended June 30, 2003. These procedures, which were agreed to by the City of San
Diego were performed solely to assist the City in determining whether or not interfund charges
and transfers applied to the Wastewaier Fund were in accordance with generally accepted

accounting principles:

- This engagement to apply agreed-upon procedures was performed in accordance with attestation

standards established by the American Instifute of Certified Public Accountants. The sufficiency
of the procedures is soiely the 135pon51b111ty of the specified users of the report. Consequently,
we malke no r=presentatzon5 regarding the sufficiency of the procedures described below either
for the purpose for which this report has been requested or for any other purpose.

The procedures performed and the results of those procedures were as follows:

1. We obtained a summary of expenses by account name for the Wastewater Fund., We
identified accounts that were iikely to include charges from other funds and transfers to
other funds.

Results: Interfund activities were recorded as either transfers or expenses of the
Wastewater Fund. The expense charges can be further broken into Service Level
Agreembnt (SLA) charges and other charges initiated by journal entries. The following
summarizes the universe of interfund activities evaluated for the year ended June 30,

2003;
Service Level Agreements — Operating §13,275,065
Service Level Agreements — Capital 21,575,156
Transfers to Other Funds 2,189,849
General Government Service Allocation 3.3935.658
Total ' - 540435 728

2. We obtained 2 list of the transfers out of the Wastewater Fund for the year ended June 30,
2003 totaling 52,189,849, We tested 100% of the transfers to determine whether the
transfer resulted in a benefit to the Wastewater Fund and fo determine whsther the
allocation methodology was reasonzble in those instances where costs were allocated
among various funds of the City.
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Results: The transfers tested benefited the Wastewater Fund and were allocated equitably
between the funds of the City for $1,761,157 or 80% of the transfers, with the exception
of the folloawing:

2. $254,302 Transfer to Genera) Fund: This transfer allocated the cost of the Equal
Opportunity Contracting Program. The program pays for compliance, research,
and other costs associated with small capital improvement projects aliowing an
equal opportunity for small construction companies to participate.  The
Wastewater Fund paid 49% of the project costs for the year ended June 30, 2003.
However, City personnel estimate that approximately 5% of these projects were
Wastewater Fund projects (based on number of projects since inception of
program). The 49% allocation was determined many years ago and has not been

*“adjusted 1o reflect a more equitable aliogation. " T e e

‘Recommendation: We recommend that the City allocate costs of this program
based on the number of participating project from each department. The
aljocation base should be rzevaluated and adjusted annually.

b. §$87.353 Transfer to General Fund: This transfer allocated 21.36% of the cost of
lobbying contracts. The lobbying costs were allocated to the following City funds
that are regularly engaged in lobbying activities: General Fund, Airport Fund,
Environmental Services, Wastewater Fund, Development Services, and the Water
Fund. The allocation was based on each participating fund’s expenditure budget
as a percentage of the whole. The allocation does not appear to align the benefits
received by each fund with the cost of the program.

Recommendation: The allocation should be based on specific lobbying activities
based on inforimation received from the lobbyist.

c. $73,407 transfer to the Special Training Fund: This was a budgeted transfer for
reimbursement of the Career Development & Menioring Program.  FPer
discussions with City personnel, the program was specifically for “field
employees™ and is only charged to four enterprise funds (Wastewater, Water,
Development Services, and Environmental Services). The four enterprise funds
account for 46% of the transfers in to fund the program. These funcs appear to
have been overcharged for the benefits to the funds with other field employees.
Additionally, the share of costs between the four funds does not appear to be
supported by the number of field employees in each fund.

Recommendation: We recommend that the City evaluate the current aliocation
methodology and modify it to better align with the benefits to the Wastewater
Fund. '

d. $12.630 Transfer to Special Training Fund: This transier allocated certain costs
of the Equal Employment Opportunity Program. These costs were only funded
by six of the City's enterprise funds., The Wastewater Fund paid 37% of the
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costs. The allocation does not appear to be reflective of the bensfits provided to
the Wastewater Fund since employees of non-enterprise funds were not charged
for the cost of the program. The program is funded through user charges based on
employee attendance at seminars. However, this additional charge (totaling
$36,403 for all six enterprise funds), was intended to partially pay for the salary of
the Human Resources’ Director’s assistant who provided training services.

Recommendation: Since the program is already funded through user charges
besed on employee attendance, additional transfers should not be made to cover
other unfunded portions of the program. Instead, the City should change the nser
rates to cover the costs of the program

-We.obtained-a list-of all SLA agreements for the year ended June 30,2003 and selected - — - o ou

the three largest agreements for testing (amounting to over 55% of tota] expenditures for
all SLA’s). We obtained a copy of the three SLA agreements, met with personne}
responsibie for development of the SLA, and determined whether the benefit received by
the Wastewater Department was sufficient to justify the costs of the SLA’s.

Cities utilize fund accounting to track specific functions or activities of the government.
It is common for an employee’s payroll costs to be charged to multiple funds based on
the benefits received by each fund. There are several ways to allocate smployee costs to
various funds of the City. An employee’s costs could be recorded in one fund of the City
and a joumnal eniry could be generated to charge another fund a portion of that
employee’s payroll costs based on an estimate of time spent benefiting the other fund. A
more accurate way to allocate employee costs is to have employess keep track of their
time on a daily basis and directly charge the benefiting fund based on the empioyee’s
timesheet entries.

Results: The City of San Diego utilizes the timeshest method for allocating labor between
funds which conforms to the “best practices” method of documentation of allocation of

personnei costs, The three SLA agreements selected and the results of our testworl are
as follows:

(General Services / Facilities Maintenance

Budgeted expenditures - $1,308,121
Actual expenditures « 2,106,783

The SLA provides fourteen full-time positions to provide preventative maintenance,
general repair and mainienance, and improvements as required and necessary for the
efficient operation of City facilities and related equipment (elsvators, heating, air
conditioning systems, boilers, etc.). All of the charges to the Wastewater Fund were
based on employee timesheet charges. Employees working on specified projecis covered
by the SLA tracked actual time spent on the project on their timesheets. The payroll
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gystern allocates a percentage of the employees’ payroll costs based on the employee
timesheets, -

We selected two employees who charged their time through this SLA. We selected a pay
period and tested the two employee’s time cards. We traced the iabor charge under the
SLA to the employee time cards,

Recommendation: City documentation policies conform to accepied methodologies. In
response to community concerns, we recommend that the Facilities Maintenance
Division augment this standard level of docurnentation with monthly reports describing
in detail the benefits provided to the Metropolitan Wastewater Department. '

Enoineering & Camta] Proijects / Water 8. Sewer Desien

Budgeted expenditures - $19,331,769
Actual expenditures - 15,451,134

The purpose of the SLA is to establish collaborative supportive roles of each division for
different phases of capital improvement projects including sewer main replacements,
frunk sewers, sewer pump stations, and unscheduled accelerated projects, The Water &
Sewer De=sign division provided project management, engineering and design,

~ construction management, and coniract support services to the Metropolitan Wastewater

Department. The SLA budgeted costs are divided into 72% timesheet driven labor costs
and 28% non-labor charges (totaling £5,413,858), The Water & Sewer Design division
was 100% reimbursable by the Water and Weasiewater SLAs. All costs of the division
were allocated to Water and Wastewater based on the percentage of capital expenditures
elated to the managed projects. For the year ended June 30, 2003, the Wastewater Fund
paid 67% of the costs of this division.

The SLA agreement covers the following non-labor costs: training, transportation,

workstations, computers, printers, office space, supplies, telephone, mainframe usage,

network access, hardware/software purchases, computer maintenance, and San Deigo .
Data Processing labor charges. When reviewing the types of charges covered by the

SLA, we noted that additional expenses were charged that were not specifically covered

in the SLA such as the general government indirect cost allocation of approximateiy

$518,000 and legal fees of almost $3%0,000. While we found no evidence that these costs

were inappropriately charged to the Wastewater Fund, these particular cost categories

were not specifically set forth in the service level agreement as authorized costs 1o be

charged to the Wastewater Fund. -

We selected twenty transactions accounting for over $800,000 of the total non-labor
charges for additionzal testing. Each of these twenty transactions were allowable non-
iabor costs under the SLA agreement.



August 2, 2006
City of San Diego

Page 5

We selected four employses who charged their tirme through this SLA. We selected a pay
period and tested the four employee’s time cards. We traced the labor charge under the
SLA to the employee time cards.

We interviewed two employees who charged their time to the SLA. We inquired with
each employee if they were encouraged to overcharge time on their time cards for time
spent on Wastewaler projects. In each interview, the employee stated that only actual

hours spent on each Wastewater project were charged, znd that they were unaware of any

other employee or department that was encouraged to overcharge Wastewater projects.

Recommendation: City documentation policies conform to accepted methodologies. In
response to community concemns, we recommend that the Water & Sewer Design
division augment this standard level of documentation with monthly reports describing in
detail the benefits provided to the Wastewater Department. The SLA agreement should
also be modified to include all allowable non-labor costs that are intended to be charged
through the SLA, '

Development Services Department

Budgeted expenditures - : $2,511,895
Actual expenditures - 1,558,123

The SLA provides for the coordination of emvironmental requirements resulting from
Wastewater emergencies and urgent repairs, environmental reviews to support
Wastewater projects, and ensuring that any new development is mesting the Wastewater
design guide minimums. All of the charges to the Wastewater Fund were generated by
direct personne] charges. :

We selected three employees who charged their time through this SLA. We selected 2

pay period and tested the three employee’s time cards. We traced the labor charge under
the SLA to the employee time cards. '

We interviewed two employees who chargad their time to the SLA. We inquired with
gach employee if they were encouraged to overcharge time on their time cards for time
spent on Wastewater projects. In each interview, the employse stated that only aciua)
hours spent on each Weastewater project were charged, and that they were unaware of any
other employee or department that was encouraged to overcharge Wastewater projects.

Recommendation: City documentation policies conform to accepted methodologies. In
response to community concerns, we recommend that the Development Services
Department augment this standard level of documentation with montnly reports
describing in detail the benefits provided to the Wastewater Department.
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Citv Attormev’s Office

While the service level agreement between the City Atiomey’s Office and the
Wasiewater Fund was not one of the top three service level agreements impacting the
Wastewater Fund in 2002-03 (in terms of dollars charged) and therefore was not selected
for testing for the purposes of testing charges to the Wastewater Fund, the reader is
referred to issues of inaccurate timekeeping practiced by the City Attorney’s Office
during fiscal 2002-03 that are described further in our report conceming interfund
charges to the Water Fund.

For other charges to the Wastewater Fund that were neither a Transfer nor a SLA, we
selecied a sample of transactions and obtained the journal entry for tesung. We

. determined. whether the. transaction resultsd in a benefit to the Wastewater Fund and

determined whether the allocation methodology was reasonable’in those instances where
costs are allocated amongst various funds of the City.

Results: The City allocates indirect costs of the General Fund to other City Funds
through the General Government Services Charge. For the year ended June 30, 2003, the
charge to the Wastewater Fund was §3,395,658. The charge is broken into General Fund
departments. We selected the largest departmental charges to the Wastewater Fund,
Auditor-Comptroller’s Office and City Treasurer’s Office, and evaiuated the allocation
base ané methodology as noted below.

Auditor-Comptiroller’s Office

The Auditor-Comptroller’s indirect costs charged to the Wastewater Fund were §656,718
for the year ended June 30, 2003. We obtained the Departmental Allocable Costs report
from the accounting system that details the Auditor-Comptroller’s costs by department
and expense type. This report includes all costs of the Auditor-Comptroller’s office. To
determine the allocation base, the total of the report is reduced by the SLA charges. The
remaining costs not funded through SLA’s were totaled and atlocated to other City Funds
based on each Fund’'s personnel costs as a percentage of budgeted expenditures,
excluding capital expenditures. This methodology is an acceptable practice under
generally accepted accounting principles. We recalculated the SLA charges noted on the
Departmenial Allocable Costs report for the Wastewater Fund and agreed them to the
SLA charges per the accounting system, without material exception, to test that the
Auditor-Comptrolier's Office costs were not double charged both through the SLA and
the general government services allocation,

City Treasurer’s Office

The City Treasurer’s indirect costs charged to the Wasiewater Fund were $521,220 for
the year ended June 30, 2003. We obtained the Departmental Allocable Costs report from
the accounting system that details the City Treasurer’s costs by department and expense
type. This report includes all costs of the City Treasurer’s Office. To determine the
allocation base, the total of the report is reduced by the SLA charges. The remaining
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costs not funded through SLA's were totaled and allocated to other City Funds based on
each Fund’s cash receipts as a percentage of total cash receipts. This methodology is zn
acceptable practice under generally accepied accounting principles. The City Treasurer’s
Office costs associated with the general government services allocation are not also
associated with an SLA.

We were not engaged io, and did not, perform an audit, the objective of which would be the
expression of an opinion on the subject matier. Accordingly, we do not express such an opinion.
Had we periormed additional procedures, other matters might have come to our atiention that
would have been reported to you.

' This report is intended solely fof the use of the City of San Diego, California and is not intended

to be and should not be used by those who have not agreed to the procedures and talcen
responsibility for the sufficiency of the procedures for their purposes.

ST e ipie (70 Prrer A0 G0 [2C

Irvine, California
August 2, 2006
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Independent Accountant’s Report on Agresd-Upon Procedures
Applied 1o Wastewater Fund Rate Increases

On October 16, 2001, the San Diego City Council adopted resolution number R-293587
authorizing the increase of sewer service charges by 7.5% per year each year beginning March 1,
2002, for a period of four years through February 28, 2006. We have applied the procedures
enumerzated below to the City of San Diego's sewer service charge increases from March 1, 2002

through-June 30; 20057 These procedures; which were agreed to by the City of San Diego were e

- performed solely to assist the City in deterrnining the uses of the revenue generated by the rate
increases, '

This engagement to apply agresd-upon procedures was performed in accordance with attestation
standards established by the American Institute of Certified Public Accountants. The sufficiency
of the procedures is solely the responsibility of the specified users of the report. Consequently,
we make no representations regarding the sufficiency of the procedures described below either
for the purpose for which this report has been requested or for any other purpose.

The procedures performed and the results of those procedures were as follows:

1. We obtained a summary of revenues and expenses for the fiscal vears ended June 30,
2001 through 2005, We traced the revenues and expenses schedules to the City's
accounting system to verify accuracy of the reports,

Results: The summary of revenue and expenses are presented in Schedule /.

!--J

We obtained a calculation of revenues generated by the rate increase. We recalculated
the rate increase schedule and traced the total revenues presented on the schedule to tlie
* billing system Detailed Revenue by Rate schedule. We also performed analytical
procedures on the revenues generated by the rate increase by multiplying the amount of
annual sewer revenues in Schedule / by the compounded effect of the rate increases.

Results: The revenues generated by the rate increase were as follows for the years ended
(in thousands}):

June 30, 2002 5 4,517
June 30, 2003 . 17.540
June 30, 2004 34,983
June 34, 2005 51.388

Total _ $108.428
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3.

4.

5.

We reviewed the City Council resclution approving the sewer service charge increases
for limitations on the use of the revenues.

Result: The City Council resolution specifies that 2 minimum of 2.5% of the annual
sewer rate increase be used for sewer and pipe replacement and rehabilitation.

Generally, there is a relationship between sewer system uses and water consumption.
Accordingly, we analytically compared the changes in operations and meaintenance
expenses to the changes in purchased water for the years ended June 30, 2002 through
2005.

. Results;  The increases and decreases in operations and maintenance expenses were
matenally consistent with the increases and decreasss in purchased water for all years
tested, except for fiscal years ended June 30, 2002 and 2003, For the year snded June 30,
2002, purchased water costs increased 3% while operations and maintenance costs
increased 20%. As a resnlt, additional procedures were performed, as sst forth in
procedure number five below.

We compared individual expenses accounts that make up “operations and maintenance”
for the years ended June 30, 2002 and 2003 to identify significant fluctuations. We
obtained explanations and supporiing documentation to verify that the change berween .
fiscal years did not represent a material rnisstatement.

Results: Significant fluctuations between the fiscal years ended June 30, 2002 and 2003
were as follows:

o Retirement expenses increased from $3.5 million to almost $5.5 million as a
result of a 21% increase in salaries due to added staff and salary increases and an
increase in the required retirement contribution rate from 6.68% of salaries to
10.94% of salaries.

» ZIngineering department charges related to Service Level Agreements increased
from $5.5 million to $7.2 million due an increased effort to redoce sewer spills.
City Council requested the Metropolitan Wastewater Department to replace 45
miles of sewer main per year starting in the fiscal year ending Jupe 30, 2003,
The previous average was only 15 miles per year. City Council approved a 30%
increase ip staffing for the Wastewater Collection Division to attain this goal.

» Chemical purchases increased from $5.9 million te $7.7 million primarily as a
result of cost increases in the ferric chlonde used to treat wastewater at the Point
Loma Wastewater Treatment Plant.

e Equipment repairs and maintenance increased from $2.8 miliion to $3.8 million.
Maintenance and minor repairs vary from year to year. In 2003, contractual
welding services increased at Pump Station 2 due to increased efforis to prevent
sewage spills. ‘
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e Fire insurance costs increased from almost $1 million to $2.2 million because of
post 911 increases in insurance premiums, increased premiums in earthquale
insurance, and the addition of new Metropolitan Wastewater Department
facilities.

The explanations provided for significant fluctuations are reasonable.

6. We obtained accounting system reports to determine the amount of capital project
expenditures in the years ended June 30, 2002 through 2005. We also obtained
accounting system reports to determine the amount of capital project expenditures that
were funded by bond proceeds. The difference between these reports represents the
amount of capital project expsnditures that were funded by sewer rates and other
available wastewaler fund resources.

Results Th“ following summarizes cap]tal project activity for the years andud June 3¢,

2002 through 2005:
2002 2003 2004 2005 Total
Capital projects:
Internal costs ¥ 18,854,555 20,837,702 12,862,691 11,519,719 74,174,667
Payments to 3rd party vendors 105,398.310 114,008,703 112718735 96442506 428 560.654
Totzl capital projects © 124,352,865 134,847,405 135,581,426 107,962,625 502,744,321

Less: Bond funded projects - {121,735,724) (3D,483,30B) (152,219.032)

Projects funded by water revenues  § 124.352.865 134 847,405 13845702  77.479.317  350,525289

7. We compared the revenues generated by the rate increasss fo the increase in expenditure
activity.

Results: Operating and Capital expenses incurred by the Wastewater Fund exceeded the
revenues generated by the rate increase, as demonstrated in the following schedule.
Additionally, al least 2.5% of the rate increase was spent on capltal improvement
projects, as required by the City Council Resolution.
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Additional revenues created through rate increases § 108,428
Increase in operating expenditures from base year 90,459
Increase in debt service expenditures from base yzar 8,633
Capital project expenditures 502,744
Less: Capital projects funded by bond proceeds (152,219)
Capital projects not funded by bond proceeds 350,525
Total increase in expenditures from base year 449,617

§ (341,189)

Excess (deficiency) of revenues from rate increase

We were not engaged to, and did not, perform an audit, the objsctive of which would be the
expression of an opinjon on the subject matter. Accordingly, we do not express such an opinion.
Had we performed additional procedures, other matters might have come to our attention that
would have been reported to you.

This report is intended solely for the use of the City of San Diego, California and is not intended
to be and should not be used by those who have not agreed to the procedures and taken
responsibility for the sufficiency of the procedures for their purposes.

ey e el FC.

Irvine, California
Angust 2, 2006



CITY OF SANDIEGO
Wastewater Utility Fund - Analysis of Rate Increases
For the Years Ended June 30 (Unaudited)
{In Thousands)

2001 2002 2003

Schedule |

2004 2005
Operating Revenues:
Charpes for services b 212,386 247,130 235,895 226,897 332,344
Charpes for services-rate increase - 4,517 17,540 34,983 51,388
Other 2,045 5.085 3511 4,621 2,633
Tota] operating revenues 214,431 256,732 256,946 266,501 286,565
Operating Expenses:
Meintenance, operations and admin 168,027 170,461 197,301 195,572 199,143
Depreciation 37,776 51,328 59,558 52.409 72,835
Total operating expenses 205,803 221,788 256,950 254,981 271,978
Operating income 8.628 34,043 {4 11,520 14.587
* Nonoperating Revenues (Expenses): =~~~ 77 o R -
Earnings on investments 28,059 18,634 17,021 2,463 7,193
Grant assisiance 199 4,431 1,173 687 3
Gain (loss) on szle of capital zssets (3,937) (272) (1,801} (2,692) (13,413)
Debt szrvice interest payments (54,605) (55,013) (54,33]) (52,997) {54,917)
-Other 5,258 841 5,350 3.888 7,403
Total nonoperating
revenuss (expenses) (23,026} {31.379) (32,748) {49.651) (53,731}
Income (loss) before .
contributions and transfers {14.398) 3,564 {32,752) (38,131 {(39,144)
Capital contributions - 100,614 58,034 62,794 21,017
Transfers in 134 - 130 - -
Transfers out {960) (5,167) (3,959 (1,900) (1,552}
Change in net assets ' (15.224) 99,011 21,453 22,763 (19,719)
Net assets af beginning of year 720,510 705,286 1,710,039 1,731,492 1,754,255
Prior period adjustment : - 505,742 - - -
Net assets at end of year 5 705,286 1,710,039 1,731,492 1,754,255 1,734, 536




CITY OF SAN DIEGO

Independent Accountant’s Report on
Agreed-Upon Procedures
Applied 1o Use of Water Fund
Bond Proceeds
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